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Editorial Comment 


Thirty-two amending clauses were added to 
The Income our income tax law at the 1944 session of 
Tax Law parliament. They provide for eighteen sub- 

stitutions and fourteen additions to the text 
of the Act. From 1939 to date, the total number of amend- 
ing clauses has been one hundred and eighty-eight. Each 
year has seen the act become more lengthy and more 
intricate. 

Apart from the study of our entire tax structure, one 
of the post-war “musts” is a rewriting of the income tax 
law itself. It stands today as a horrible example of piling 
amendment upon amendment, with the result that what 
is stated or implied by one section of the act may be modi- 
fied by another. It is one of those acts which must be 
studied in its entirety before a decision is reached. 

Our income tax law, however, goes beyond the statute, 
to include the regulations authorized by the statute, and 
the forms issued to the public, which for the great majority 
of people are the only sources of information on the subject. 

The general tendency of the amendments has been to 
make the statute itself more specific as to its application. 
Nevertheless, the income tax has become such an intimate 
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part of our individual lives that the volume of regulations 
and of rulings and forms has also grown. 

A re-examination of the act itself, and of the scope for 
regulations, interpretations and forms, including the ques- 
tion of how all the information can be most conveniently 
made available to those who need it, will be an essential 
part of the job of rewriting the law. 


There is a sort of mass psychology these 
Full days which tends to put people under the 
Employment sway of a single idea, and in our post-war 
‘thinking it is the idea of full employment 
that dominates. There are reasons—the long depression 
of the thirties is within the memory of most workers, the 
easily available jobs of the war years afford such a contrast, 
and back of all there is the fear that technical pro- 
gress will combine with post-war reaction to once again 
put millions of people out of work. 

Of course the emphasis on employment is entirely 
wrong. It tends toward the barbarian philosophy which 
finds good in a great fire or explosion, because it will “make 
work”! Actually, to make work is the easiest thing in the 
world. All we would have to do is destroy our machines 
and tools, our railways, our ships and our power plants, 
and we would all revert to the dawn-to-dusk struggle for 
existence which prevailed through countless thousands of 
years. 

The principle of production, whether it be individualis- 
tic or socialistic, should be to produce as much as possible 
with as little effort as possible. Any other principle can 
be logically reduced to an absurdity. The real task is to 
wrap this principle up in a workable economic system. 
Outright individualism, if unhampered by any regulation, 
‘would work it out quickly enough, but the impact of poverty 
and privation which seems to be intrinsic in this system is 
so distasteful to people today that they are determined to 
avoid it at all costs. The economic theories which are with- 
in the range of practical politics vary from the extreme of 
a “reformed” capitalism on the one hand to that of state 
socialism on the other hand, and no doubt it is somewhere 
within this range that the attempt will be made, in most 
countries, to solve the problem of post-war production and 
employment. 
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EDITORIALS 


We have received the program of the annual 
American Meeting of the American Institute of Account- 
Institute ants, to be held in St. Louis, Mo., October 16- 
Annual 19; the meeting is open to any member of our 
Meeting Dominion Association. As might be expected, 

war contract termination is a feature of the 
program. While the basic principles are probably similar, 
the practical aspects of this problem, as between the United 
States and Canada, seem to present considerable differ- 
ences. The other featured topic—taxation—is one which is 
almost identical with ours; the Institute lists “Federal Cor- 
porate Taxation” as the subject, but it is evident that any 
critical examination of that special field must weigh its 
problems and limitations and therefore reflect itself on the 
broader aspects of the tax question. In addition, there is 
’ to be an evening session on “Historical vs. Earning Power 
Concept of the Income Statement”, and in an afternoon ses- 
sion several special subjects will be discussed. 


Cost accountants’ organizations in both the 
Cost United States and Canada have lost their 
Accountants’ secretaries through death during the present 
Losses year. In April, Dr. S. C. McLeod, who had 

been secretary of the National Association 
of Cost Accountants from its inception, died after a brief 
illness. Dr. McLeod had been instrumental in building this 
specialized accounting body into a prominent place in 
American business, and its publications-are known to ac- 
countants throughout the world. In July, Richard Dawson, 
who had been an active member of the Canadian Society of 
Cost Accountants and Industrial Engineers for about 
twenty years, and who became its first full time secretary 
commencing in 1938, was taken ill while attending its an- 
nual meeting in Quebec city, and died shortly afterwards. 


This issue of our magazine features the presiden- 
In This tial address of Henry G. Norman at our annual 
Issue meeting in August, also the addresses of John L. 

Carey, secretary of the American Institute of Ac- 
countants, and of A. W. Trueman, New Brunswick Superin- 
tendent of Schools. The rest of the discussions at our an- 
nual meeting will appear in our November issue. 
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Dominion President’s Address 
By H. G. Norman, C.M.G., F.C.A. 


President, The Dominion Association of Chartered 
Accountants 


(Address at 1944 annual meeting of the Association.) 


cr IS with pleasure that I follow the usual procedure, 

which is for the president to present a report at the first 
general session of our annual meetings on the activities of 
the Dominion Association, but before so doing I would like 
on behalf of the executive committee and the members of 
council to extend to you all a warm welcome to this, the 
42nd annual meeting of the Dominion Association, and to 
express the hope that it will prove to be a profitable one to 
us all. 

Our host this year is the New Brunswick Institute of 
Chartered Accountants and I would indeed be remiss if I 
let this opportunity pass without expressing to Mr. Fitz- 
Randolph, the president, and to the members of the New 
Brunswick council, as well as to Mr. David Reevey and the 
members of his committee on arrangements, our sincere 
thanks for the arrangements that they have made for our 
comfort and for our enjoyment, for which we owe them 
a debt of gratitude. 

I feel my first duty is to record at this time the deaths 
amongst our members during the past year, six of whom 
gave their lives for their country while serving with the 
armed forces, and five of whom were past presidents of this 
association. Their passing is a loss which will be keenly 
felt by the profession as well as by their business associates 
and we wish to again express our sympathy to their rela- 
tives and loved ones. I would ask you to kindly stand with 
me and remain standing as I read their names and have a 
moment of silence in tribute to their memory. 

Edwin Percy Baker 

Henry Webster Barber (past president) 

F. Lansdowne Belyea 

Alastair Aikenhead Gowan 

Donald S. Hart 

W. A. Hobson (on military service) 

W. E. Hodge (past president) 

John Luttrell Hutchison (on military service) 
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John Albert Jackson 

Edgar Kaulbach (past president) 

William T. Kernahan 

N. D. Mackay 

Donald Henry McCannell 

Forrest Russell McCutcheon 

A. E. Nash (on military service) 

John Allen Ovens (on military service) 

Arthur Edward Phillips 

George H. Playle 

John C. Scobie 

Edward Sommerville Read (past president) 

John Peterson Redpath (on military service) 

Alfred Shaw (past president) 

Harry William Steele 

Lloyd Duncan Thomas (on military service) 

Robert Wilson 

I feel it is a privilege for me now to record the fact that 
387 of our members and 986 of our students, including _ 
members and students from every province in the Do- 
minion, are on active service with the armed forces. This 
is a record of which I think we may well be proud and let 
us hope that the trend of events as we read them today por- 
tend an early date on which they -will be able to return to 
their families and to their association with us again in their 
civilian pursuits. 


In visiting the provincial institutes and talking to their 
members I sometimes wondered whether each and every 
member of each institute realizes that the Dominion As- 
sociation is their association and not merely one composed 
of a group of institutes. I would like to impress on all, 
that every member of a provincial institute is ipso facto a 
member of the Dominion Association and, as such, is en- 
titled to share in its achievements and per contra he should 
interest himself in the association’s work and assume his 
share of responsibility. Should you hear the association 
well spoken of you may take it to your credit, and converse- 
ly should you hear it being criticized it is possible that some 
share of the responsibility may be yours, but at least yours 
is the responsibility to see that the basis for the criticism 
is rectified. There is no need for me to tell you more of 
the constitution of your association except that it is gov- 
erned by a council elected by the provincial institutes at 
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each annual meeting and that its work during the past 
year was carried on by the following committees: Execu- 
tive Committee, Legislation Committee, Magazine and Pub- 
lications Committee, National Selective Service Committee, 
Post-War Planning Committee, Committee on Co-operation 
with Stock Exchanges, Accounting Research Committee, 
and last but by no means the least important the Commit- 
tee on Education and Examinations. 

I would like to express my sincere thanks to the chair- 
men and members of these committees, all of whom are 
extremely busy individuals, but who have given unsparingly 
of their time to help forward the best interests of the pro- 
fession without any thought of the burden this has cast 
upon them—even a greater burden today than in normal 
times since many of those who have served on these com- 
mittees are also giving of their time and effort helping in 
the war effort and also in community matters. 

At this time I also wish to thank the provincial commit- 
tees for the work which they have done in the past year, 
the results of their work in many cases being passed on to 
the Dominion Association and being of substantial help to 
committees of that association in their work. 

I have had an opportunity of speaking to groups of our 
members in Halifax, this city of Saint John, Ottawa, Win- 
nipeg, Regina, Saskatoon, Calgary, Edmonton and Vancou- 
ver, and it is a pleasure for me to tell you of the very keen 
interest which was displayed by the members of each insti- 
tute, whom I met, in the activities of our association and 
their evident desire to be of whatever help was possible in 
forwarding the interests of the association. 

Time will not permit of my referring to the work of 
each and every committee in detail but probably a brief 
reference to the reports thereof will enable me to cover the 
work which has been carried on by your association in the 
past year. 

Legislation Committee 

This committtee, under the chairmanship of Mr. Hayes, 
was untiring in its efforts during the past year. This year 
sees a milestone in its forward movement in that it has 
collaborated with the taxation committee of the Canadian 
Bar Association in preparing recommendations, which were 
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submitted to the government in the joint names of that 
association and The Dominion Association of Chartered 
Accountants. 

It is felt that joining with the Canadian Bar Associa- 
tion in the formulation of tax proposals is not only a means 
of cementing the relations between the two associations 
but is in the best interests of the public generally. 

Suggestions for amendments to the Dominion taxing 
acts were received from practically every provincial insti- 
tute, and these formed the general basis of the recommen- 
dations made to the Minister of Finance, to which recom- 
mendations considerable thought is given by the depart- 
mental officials. We thank the provincial committees for 
their co-operation and ask for their continued support and 
help. 

One of the major problems which were under discussion 
was the impact of income and excess profits taxes and suc- 
cession duties on shareholders of private corporations, but 
in the light of present day taxation it did not seem possible 
to arrive at an equitable solution, although it is felt that a 
permanent solution may be sought along the lines of aboli- 
tion of double taxation of corporations and shareholders. 

As you are doubtless aware, the Hon. Mr. Ilsley has in- 
dicated that it is the intention of the government to set up 
a commission to study this and other taxation problems 
and make recommendations thereon, and it is hoped by 
your legislation committee that either they may be repre- 
sented on the commission or that they will have an oppor- 
tunity to express their views jointly with the Canadian 
Bar Association. 

One of the recommendations made by the joint commit- 
tee to the Dominion government was the establishment of a 
board of tax commissioners which appeared to it desirable 
as a result of the increased burden which has fallen on the 
Deputy Minister of National Revenue for Taxation. It 
was suggested that this board should hear all appeals from 
assessments, and that its decisions be made public, the 
board should hold hearings at various points throughout 
Canada and may review any question of fact or law or the 
exercise of any discretion conferred on the Minister by the 
act. It is felt that the establishment of such a board would 
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be in the best interests of both the Crown and the public 
and it is intended to continue to press the government for 
its appointment. 

Magazine and Publications Committee 

This is one of the works carried on on behalf of your 
association by a group of very busy men to whom we owe a 
great debt of appreciation for the services which they ren- 
der, not only to the members of our profession but also to 
the business community throughout the Dominion of Can- 
ada. Thanks for this contribution to the advancement of 
the profession is due not only to the members of the edi- 
torial committee but also to the provincial representatives. 
The committee is presently headed by Mr. R. F. Bruce Tay- 
lor as chairman, and upon this committee, in collaboration 
with the editor, Mr. W. A. McKague, who has contributed 
much of his knowledge of publishing technique as well as 
his ability as a writer, rests the responsibility of seeing that 
the material for THE CANADIAN CHARTERED ACCOUNTANT 
is ready for the printer by a specified date every month. 
This might be a difficult job even though they had a paid 
staff to write articles but you can imagine for yourselves 
how much more difficult it is when the articles are con- 
tributed by members of the profession and others who are 
in no way under the control of the editorial staff, except 
as to the content of the article. 

It has always been a matter of astonishment to me to rea- 
lize the relationship between the number of members of 
our association and the number of articles contributed by 
those members. The total members as at May 31, 1944, 
was 2,833 and out of 36 main articles published only 22 were 
written by chartered accountants. 

This small percentage of chartered accountants submit- 
ting articles does not indicate a very keen desire on the part 
of many of our members to make a contribution for the 
good of the profession and business world as a whole, much 
less does it indicate a great degree of interest in the pro- 
duction of our magazine. Many of our members either in 
their practice or through their association with industry, 
government or finance, have opportunities of realizing and 
studying the constantly changing conditions with resultant 
new problems. Is it too much to ask them to impart their 
knowledge and views to the membership as a whole, which 
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will give all of us food for thought and possibly inspire 
us in turn to communicate to others our views on account- 
ing problems? Surely this is a form of co-operation which 
the very existence of our association calls for. 

The chairman of this committee, in his report to the 
council, has stressed the apparent lack of interest of the 
members in the magazine. He points out that the majority 
of the articles submitted by members of the profession were 
by members of the larger firms of practising accountants 
and emphasized that if only some of the members of smaller 
firms or individual practitioners would take the time and 
effort they could make equally useful contributions, and he 
trusts that they will do so. 

What greater opportunity can a young aspiring mem- 
ber of our association have, particularly those who hold de- 
grees from universities and have built the foundation for 
sound thinking, than that of expressing his views in a mag- 
azine which is read by. not less than 5,000 people, most of 
whom are serious students of business practice and ac- 
counting problems as they affect the economy of their in- 
dividual businesses and the community as a whole? 

I leave this problem to the younger generation to take to 
heart and solve. 

National Selective Service Committee 

During the year under review this committee has dealt 
with 33 applications for deferment. Its experience during 
the year has resulted in its expressing the view that it 
would not appear to be necessary to continue trying to 
arrange for chartered accountants to be placed under the 
jurisdiction of the Wartime Bureau of Technical Personnel. 
You were advised at the last annual meeting it was antici- 
pated then that the necessary order in council would be 
placed before the government by the Department of Labour 
to place chartered accountants under this bureau but such 
did not materialize and we are reliably informed will not 
materialize. 

Accounting Research Committee 

One of the matters dealt with by this committee which 
will be of interest to the profession at large is a study of 
“bank confirmation” forms which are used by the profes- 
sion. Meetings were held between members of this com- 
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mittee and representatives of the Canadian Bankers As- 
sociation and it is hoped that a definite recommendation 
will be forwarded from the Dominion Association to the 
members of the profession with a view of adopting a stan- 
dard form. 

Secretary’s Office 

The volume of work going through this office has in- 
creased during the year but without material change in ex- 
pense. War conditions have necessarily restricted to some 
extent the publications emanating from the secretary- 
treasurer’s office. 

In some cases the tax rulings issued during the year 
were published only in the magazine, but those which were 
deemed sufficiently important were distributed also by mail. 
Similar action was taken in regard to court decisions. It 
has of necessity been a difficult matter to determine what 
should be and what should not be distributed by direct mail 
but I trust that the material sent you in this way, as well 
as that appearing in the monthly magazine, has been help- 
ful and beneficial to all of you. I wish to take this op- 
portunity of thanking Mr. McKague for the efficient man- 
ner in which he and his staff have handled the work of his 
office during the past year. 

Education and Examinations 

The committee on education and examinations, of which 
Mr. Jephcott is chairman, and the board of examiners-in- 
chief, of which Mr. Ballantyne is chairman, have continued 
to carry on their work in the same efficient and outstanding 
manner as in the past. 

I think the position of this association in adopting a 
policy of uniform examinations throughout the Dominion 
is unique and I hope one which may be followed in other 
spheres of activity. The task, however, of carrying out 
these examinations is not an easy one since no sooner is one 
set of examination papers corrected, marked and reviewed, 
than the machinery is set in motion again to prepare the 
next year’s papers. 

The uniform policy of examination will, we hope, be ex- 
panded to some extent after the war in an attempt to bring 
about more uniformity in the policy of education whereby 
the best features in the educational curriculum of each of 
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the provinces can be welded into one whole and be made 
available to every provincial body. 

A problem for the future was referred to this committee 
at our last annual meeting, which was the educational and 
length of service requirements as affecting those students 
who were in the armed forces as well as the possibility of 
refresher courses for those younger practitioners who had 
qualified shortly before they entered the services. Pro- 
gress has been reported by this committee, although its 
task has by no means been completed. As regards educa- 
tion, examinations and period of service, the Ontario Insti- 
tute has approved a plan for the curtailment and concentra- 
tion of studies through its correspondence courses with 
Queen’s University, and copies of this plan were sent by 
the secretary of the Dominion Association. to the various 
provincial institutes for their information and comment. 
Communications have been received which have been re- 
viewed by the standing committee, from which it is appar- 
ent that whereas some deviation of treatment may occur, 
in the main a curtailment and concentration of courses of 
instruction and of period of service with exemption from 
primary examinations are being arranged. 

As regards re-employment it is felt that this can best be 
facilitated where necessary by local institute committees 
with the collaboration, where required, of the centralized 
sub-committee which is being continued. 

A study has been made of the question of remunera- 
tion as it will affect the student or recently qualified man 
upon his return from overseas. Two meetings have been 
held in Ottawa with the Minister of Pensions and National 
Health and/or other officials of his Department, at the 
second of which a brief prepared by the committee and ap- 
proved by the Dominion executive was submitted. Copies 
of the recently revised governing Order in Council P.C. 
5210 were received just prior to the present convention. It 
is now understood that our returning men will be placed in 
the professional] category and thus will be entitled to tuition 
fees and living grants for a period of months not exceeding 
in number those served in the King’s forces.. The scale 
of living grants starts with $60.00 and $80.00 per month 
for a single man and married man respectively, “subject to 
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reduction by such amount on account of any wages, salary 
or other income such person may have received or be en- 
titled to receive in respect of the period for which the grant 
is paid as to the Department seems right”. This latter 
qualification presents difficulty but it is hoped that a plan 
now under consideration whereby a scale of minimum sal- 
aries to be paid by the employer and of maximum grants 
to be paid by the government, thus establishing a “floor” 
and a “ceiling”, can be worked out for universal application 
across the Dominion. We have asked for an appointment 
in the early fall to pursue this matter further in Ottawa. 


Post-War Planning Committee 

Having in mind the problems of the future the Dominion 
council created last year, at the instigation and through 
the inspiration of our immediate past president, Mr. Kris 
A. Mapp, a post-war planning committee, which was 
charged with dealing with three major problems, viz: Fi- 
nancial statements, companies acts and taxation. 

Our thanks are certainly due to Mr. Shepard and his 
committee for the very keen and energetic manner in which 
they have approached the problems which were put before 
them and which are of far-reaching consequence. As usual 
we turn to those who are amongst the busiest, and, as usual, 
they in turn find time to do a piece of work which will re- 
dound not only to their own credit but to the credit of the 
profession. 

The work of this committee covers a very broad field 
but I should like to refer briefly to its main activities. 

Financial Statements: While it is realized that the finan- 
cial statements are regulated to some extent by the require- 
ments of the various companies acts, it was felt that some 
improvement in the form and content of statements issued 
by Canadian companies might be reached, and thus avoid 
the possibility of governmental regulation such as is in 
existence in the United States. With this in mind it was 
felt that the best way to accomplish this result would be, 
in the first place, to obtain the co-operation of the stock 
exchanges with a view to having them lay down uniform 
rules as to minimum disclosure as a condition of listing 
and further ask those companies whose securities are al- 
ready listed to follow such regulations. 
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Meetings have been held with representatives of the 
stock exchanges, at the first one of which arrangements 
were made for Mr. Philip L. West, director of the stock 
list of the New York Stock Exchange to come to Montreal 
and address a meeting. After subsequent discussions with 
the officials of the Toronto and Montreal stock exchanges 
it was agreed that the desired result might be best obtained 
by creating a committee of co-operation with the exchanges, 
which committee has been formed under the chairmanship 
of Mr. George C. McDonald. This latter committee is con- 
tinuing its discussions with the various stock exchanges 
throughout the Dominion and it is hoped that considerable 
progress will be made in the near future at arriving at a 
basis of requirements for listing which will be to the benefit 
of the shareholders of all listed companies. It is realized 
that this procedure will not reach the companies whose 
shares are not listed on the exchanges but it is believed that 
many of these will follow if the lead is given by those which 
are listed. 

The post-war planning committee is continuing to act 
as a clearing house in receiving suggestions from provin- 
cial institutes in regard to financial statements and will 
continue to give the matter consideration, particularly hav- 
ing in mind that there have been several quite revolutionary 
ideas advanced in regard to the form used by companies 
in the presentation of annual financial results. 

Companies Acts: A meeting was held by the chairman 
and a member of his committee with the Assistant Under- 
Secretary of State at Ottawa to discuss the general ques- 
tion of unification and improvement of companies acts. 
Study is being made of the draft companies act prepared 
some years ago for consideration by the committee on Do- 
minion-Provincial relations and in addition to this it has 
been decided to investigate company legislation of other 
countries and ascertain whether or not they contain pro- 
visions which might be considered an improvement on Can- 
adian legislation. 

This work has naturally involved a great deal of re- 
search and the Committee has been fortunate in obtaining 
the services of Mr. J. S. D. Tory, K.C., of Toronto, to assist 
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it in connection with this research. Mr. Tory, who is in- 
terested in the educational work of law students of Toronto 
and is a graduate of the Harvard Law School, has access 
to extensive library facilities, and is therefore particularly 
able to deal with the problem at issue. 

It is interesting to note that the Board of Trade of Eng- 
land has been holding a series of hearings in connection 
with a possible revision of the English companies act and I 
particularly recommend to you as a matter of interest a 
perusal of the evidence given before the Board of Trade 
by Mr. T. B. Robson and Sir Harold G. Howitt, which was 
given on behalf of the English Institute of Chartered Ac- 
countants. 

While the attainment of uniform company legislation 
through Canada is not within our control it is felt that a 
real contribution can be made towards it by suggesting im- 
provements in present legislation which would be based 
upon the practical experience of the members of our pro- 
fession. 

Taxation: The reference to this committee on the sub- 
ject of taxation covered the broad standpoint of considering 
basic taxation principles, particularly in relation to the 
post-war period. The chairman and members of your 
committee called on the Deputy Minister of Finance to ob- 
tain his reaction to the activities which the committee had 
in mind and were assured that a report from this associa- 
tion along the lines suggested would be given serious con- 
sideration by the Department of Finance. 

This problem is a very broad one and involves consider- 
able research and discussion. The programme as originally 
contemplated by the committee was considered by some to 
be too comprehensive and it was decided that the activities 
of the committee should be confined to a consideration of 
such branches of taxation as are directly related to the 
work of the profession rather than to approach the entire 
subject of taxation, except in so far as this may turn out 
to be necessary in the development of a submission. 

Following this decision the various provincial sub-com- 
mittees were asked to submit suggestions, and so soon as 
replies are received from all, the whole plan will be con- 
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sidered with a view to determining what seems to be the 
consensus of opinion of: the members of our institutes 
as to the phases of taxation which should be considered by 
the committee. A brief will then be prepared by the com- 
mittee for submission by the association. 


Future Responsibilities 

So much for the activities during the year of those of 
your members who have ungrudgingly carried on the work 
assigned to them. I would like to trespass on your time a 
little to express my views as to some of the responsibilities 
we will be facing in the near future. 

As I have previously stated wars have demonstrated the 
value to the community of the accounting profession. The 
present is no different from the past. I do not think I have 
to tell you gentlemen the various problems which the gov- 
ernment and governmental bodies have considered our pro- 
fession capable of solving on their behalf, nor of the man- 
ner in which so large a number of our members have come 
forward to help solve such problems without thought of 
personal benefit or personal aggrandizement. This is a 
chapter in the history of our profession of which we may 
be proud but which we must guard jealously. One method 
of doing so is to realize our responsibility to the com- 
munity and to our profession and try to meet it. 


A further responsibility is to our members and students 
who are serving with the forces, to see that plans are made 
for their re-absorption into the domestic economy of the 
country. It is possible that at the time of demobilization, 
having regard to the large number of our younger practi- 
tioners and students who are serving in the forces, a con- 
dition may arise under which there may be a surplus of 
either young practitioners or students in one province and 
a shortage in another. This perhaps can be handled by the 
individual institutes themselves, but there might be some 
advantage in arranging for an interchange between the in- 
stitutes of information in regard to this particular matter 
and, if it is felt desirable a clearing house for the exchange 
of such information might be arranged through the office 
of the secretary of the Dominion Association. 


We may feel that at the present time the services of our 
profession are in such demand that there will be no prob- 
lem, but we must not rest on such an insecure foundation. 
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The profession must strive to bring about an increased 
demand for its services in the post-war period by broaden- 
ing its field of usefulness. The time has come when man- 
agement does not merely need a report on what has 
happened but seeks advice as to what would happen under 
certain definite circumstances. I am not suggesting that 
we should become soothsayers or crystal gazers, but I am 
suggesting that there are many phases of business in which 
we can be of considerable service to management by bring- 
ing into play our training and experience which should 
make us objective, factual, analytic and careful in express- 
ing our viewpoint. 

In the past I feel we have been too inclined to sit back 
and leave others to formulate policies, and then when the 
policies become law endeavour to. interpret their meaning 
as affecting accounts, often complaining that those formu- 
lating the policy do not have a sound knowledge of accounts. 
My feeling is that if we wish to maintain our standing and 
expand our usefulness to the community we must accept 
further responsibility and endeavour to influence the for- 
mation of policy in regard to matters we feel confident to 
advise upon along the lines we think to be in the best 
interests of the whole. 

I hear from time to time of individual practitioners 
being somewhat fearful of expressing their personal views 
since such views might conflict with those either of one of 
their clients or with those of the government, this often as 
pertaining to taxation problems. If we are to retain the 
reputation, which the profession has, of professional inde- 
pendence then in what better way can we exhibit such than 
in being prepared to make known our views as to taxation 
practices or other matters without fear or favour and in 
such manner as to avoid any charge of advocacy. 

Another matter I would like to mention is the responsi- 
bility of one member of the profession to another, otherwise 
referred to as “ethics”. Sometimes an inclination can be 
seen cropping up amongst some of the members of the 
profession to give the outside public the impression that one 
member may be a little more expert than another in certain 
phases of our profession; this is perhaps more evident in 
wartime, particularly in the taxation and government fields, 
where in many cases substantial sums of money are at 
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stake. In such cases co-operation should, in my opinion, be 
the basic principle to be followed and no one should con- 
sider that he has a corner on all the knowledge pertaining 
to accounts, or government procedure, or taxation—the old 
adage that “two heads are better than one” still stands. 
I would like to suggest that each one of us live up to the 
proverb of doing unto others as he would have done unto 
himself; this will then cement the good relationship of each 
one of us to the others in his profession. 

There would appear to be a necessity for our profession 
to broaden its sphere of activities in the field of research 
so that we may be in a position to educate not only our 
members but the community at large in the changes in ac- 
counting conventions which must conform to the changing 
times. It has been said by others that accounting concepts 
have not and will not remain static but must be subject to 
changes in the social structure as well as the conditions un- 
der which business is conducted, with the result that one 
of the most useful works our association can do is to con- 
duct a study of the historical development of accounting 
conventions with the purpose of relating cause and effect 
and conveying the findings thereof to our members and the 
community in general so that those who have occasion to 
study accounts may have a realization of the purpose and 
meaning of the accounts placed before them both in relation 
to the time they were prepared and to subsequent periods. 

Let us turn now to the human element. There have 
been many very encouraging developments in the war 
situation since our last annual meeting but we still have 
our responsibility to those who are fighting in the cause 
of freedom and this responsibility means that we must not 
let down at this time but continue to do everything which 
is asked of us to the limit of our capacity, both in the prac- 
tice of our profession as well as help to the various 
governmental bodies when called upon. This, although 
done with all the energy at our disposal, still does not dis- 
charge our obligations, one of which is to help in formulat- 
ing post-war reconstructions plans, and in facing this 
problem each one of us should consider how he can best 
contribute. I would urge each and every one of you to do 
his utmost in helping to solve the serious problems which 
lie ahead of us and accept the responsibility which our pro- 
fession places upon us. 
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Activities of the American Institute 
of Accountants 
By John L. Carey 


Secretary, American Institute of Accountants 


(Address at 1944 annual meeting of The Dominion Association of 
Chartered Accountants.) 


R. STEMPF, president of the American Institute of 
Accountants, is keenly disappointed at his inability 
to be here today. He had accepted your president’s invi- 
tation to speak to you at this time, but unequivocal orders 
from his physician have prevented him from fulfilling the 
engagement. He asked me to convey to you his warmest 
greetings and his regrets at his inability to be with you. 
Mr. Stempf recalls with great pleasure his meeting with 
the Ontario Institute last March, and he had looked for- 
ward to renewing at this time many of the acquaintances 
which he had made then and on earlier occasions. 


Our members take much satisfaction in the cordial re- 
lations which have been maintained for more than 25 years 
between the Dominion Association and the American 
Institute. We have always been grateful to you for send- 
ing your president and your secretary to attend the annual 
meetings of the institute. All our officers sincerely hope 
that nothing will interfere with a continuation of this 
custom this year. Our annual meeting will be held at St. 
Louis, Missouri. October 16 to 19 inclusive, and we shall 
welcome your officers and as many of your members as 
may find it possible to be present. 


Recently the addresses of your representatives at our 
meetings have been of particular interest. Your country 
entered the war against the Axis much earlier than ours 
did, and you felt the impact of war conditions on accounting 
a good deal sooner than we. Through the good offices of 
your representatives, our members have had an opportunity 
to profit by your experience in meeting new problems of 
taxation and public finance, cost auditing under war con- 
tracts, price control, rationing, selective service, job freez- 
ing, wage stabilization, and so forth. 
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At the institute’s annual meeting in New York last Oc- 
tober, your president, Mr. Norman, made some remarks 
which I should like to make my text today. He said: “We 
feel that in the past the members of our profession in 
Canada have been inclined to leave to others the formula- 
tion of national policies in regard to both taxation and 
finance, and have been content to sit back and after policies 
have been evolved into law, endeavour to become the in- 
terpreters of the law as applying to accounts. We feel, I 
think, that the time for being merely interpreters of other 
people’s policies is past, that is, if we are going to main- 
tain our professional standing in the community, and we 
feel that within the scope of those things on which we feel 
confident to advise, we should endeavour to influence the 
formulation of policies along the lines we consider are in 
the best interests of the community as a whole, and this 
in our view is a challenge to each and every member of our 
profession.” 

It may well be that the institute was inspired, in part, 
by this statement to embark on several new adventures 
in the past year, which might be of interest to you. The 
first related to war contract termination. 


Contract Termination 

In the United States, a major problem of both the war 
effort and post-war readjustment is war contract termina- 
tion. At June, 1944, 75 billion dollars worth of war 
contracts were outstanding, and 22 billion dollars worth of 
such contracts had already been terminated for the con- 
venience of the government, although a substantial portion 
of that amount had been replaced by contracts for different 
products furnished by the same contractors. There are 
about 40 thousand manufacturing concerns holding direct 
government contracts. About 80 thousand other firms, in- 
cluding construction contractors, are handling subcontract 
work. For a long time it has been clear that sudden con- 
cellation of contracts at the cessation of hostilities would 
be fatal to our economic system unless prompt settlement 
and prompt payment by the government to contractors were 
possible. Delay in payment would so seriously impair the 
working capital position of industry that widespread un- 
employment would be inevitable and the free enterprise 
system might break down completely. 
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More than two years ago, under the authority of 
executive orders based on the war powers of the president, 
the war and navy departments began to develop policies 
and procedures to facilitate prompt settlement of claims 
under cancelled war contracts. Committees of the Ameri- 
can Institute of Accountants made a substantial contribu- 
tion in the formulation of these policies and procedures, 
particularly in regard to allowable costs and accounting 
review of termination claims. The first comprehensive 
regulations were issued by the armed services in August 
1943. They encouraged negotiated settlements with great 
flexibility in the auditing requirements, so as to permit the 
minimum audit consistent with protection of the govern- 
ment’s interest in the light of the relative credibility of the 
statements filed by the contractor. Costs to be recognized 
as reimbursable were defined in very general terms, but 
were specifically rooted in “recognized accounting prac- 
tices”. This flexibility in audit requirements and in 
definition of admissible costs was in harmony with the 
recommendations of the Institute. In our opinion an orderly 
and satisfactory procedure had been established. 

At this point, the comptroller general of the United 
States threw a bombshell. He addressed a letter to a sena- 
tor contending that under the law, the general accounting 
office (the comptroller general’s office) had the responsibil- 
ity and the authority to audit all claims against the govern- 
ment and must approve them before payment could legally 
be made. Consternation among contractors and the con- 
tracting services was the result of this statement. 

The general accounting office is a creation of congress, 
is responsible to congress alone, and is entirely independent 
of the executive branches of the government. Its function 
is to audit and approve expenditures of the various agencies 
and departments of the government and claims of varied 
sorts against the government. Its audit procedure is 
meticulous and exhaustive, its staff, consisting of several 
thousand, reviews vouchers for even the smallest amounts 
and challenges the most minute expenditure which seems 
questionable. Audit of termination claims by the comptrol- 
ler general, in the opinion of informed observers, would 
have inevitably introduced fatal delays in the termination 
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procedure. Congressional leaders decided that new legisla- 
tion would be necessary to clarify the situation. 

The American Institute of Accountants, after serious 
consideration, decided that it had a duty to take a strong 
position in this controversy. Here was a problem of audit- 
ing of the gravest importance to the entire nation. Since 
matters of accounting and auditing are something of a 
mystery to the general public, and to many members of 
congress for that matter, it appeared that the American 
Institute of Accountants was the one body which could 
clarify the fundamental principles and the technical ques- 
tions involved in the discussion. It was also the only 
body, which while expert in the subject matter, was 
entirely disinterested in its approach. A resolution was 
adopted by the council urging that prompt. settlement of 
termination claims should be negotiated by the contracting 
agency; that where satisfactory audit and review had been 
carried out by such contracting agency, no useful purpose 
would be served by having additional audit by other 
agencies of the government; and therefore, that the func- 
tion of the comptroller general be limited to review of 
settlements for fraud. 

Under authority of this resolution, a vigorous campaign 
was launched by officers and committees of the institute to 
bring about the desired result. Almost a year of intensive 
effort ensued. Statements by the institute were circulated 
among members of congress and were published in the 
press. Numerous conferences with interested officials were 
held in Washington. Representatives of the institute 
testified formally before committees of the senate and house 
of representatives on various proposals for legislation which 
had been introduced to settle the question. The witnesses 
had to stand the cross-examination of hostile legislators. 
The legislation which was finally adopted July 1, 1944, was 
in harmony with the institute’s recommendations. Nego- 
tiated settlement by the contracting agencies, based on 
flexible accounting reviews conducted by those agencies, 
are final and binding in the absence of fraud, and the 
function of the comptroller general is limited to general re- 
view after the fact to determine that payments made were 
legal and were not fraudulent. 
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The American Institute of Accountants has been given 
a substantial share of the credit for averting what one 
government committee called the possibility of “unemploy- 
ment by audit”, which might have been a national calamity. 

I have taken so much time to recite this incident, not 
only because it illustrates the vital importance of a ques- 
tion of auditing in a matter of national policy, but be- 
cause it was the first occasion in its history in which the 
American Institute of Accountants had entered a public 
controversy of this sort and had fought with every means 
at its disposal to bring about the result which it thought 
was right. 


The accounting profession is naturally conservative. It 
is instinctively inclined to avoid public controversy, par- 
ticularly where political factors are involved. This crusade 
for sensible procedure in war contract termination was a 
new adventure on the part of the American Institute of 
Accountants. 


Taxation 
The new concept of the accountant’s responsibility in 
the formulation of high policy spread almost simultaneously 
into the activities of the institute in the field of taxation. 


The tax law of the United States is hopelessly compli- 
cated. It is a patchwork, lacking both a sound foundation 
of logical principle and an orderly pattern of procedure. It 
has been amended almost every year for the past 20 years. 
Each new idea has been tacked on to what existed before, 
without any broad controlling plan. The result is a shape- 
less jumble which is most difficult to administer, which 
encourages controversy and litigation, which makes it im- 
possible to determine tax liabilities accurately in advance, 
and therefore impedes legitimate transactions and intensi- 
fies the timidity of risk capital. 

The Institute came to the conclusion that the ordinary 
processes of amendment had become inadequate to cope 
with a legislative tangle of such complexity. It recom- 
mended, therefore, in a resolution adopted at the October 
1943 annual meeting that a non-partisan commission, com- 
posed of lawyers, accountants, and other experts be created 
by congress and given the authority to bring order out of 
the tax chaos, as Royal Commissions have on occasions been 
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delegated by Parliament in England to accomplish legisla- 
tive tasks. 

Again, the Institute went all out to bring about the 
desired result. The active co-operation of a number of 
other interested organizations of business and professional 
men and taxpayers was obtained, including the American 
Bar Association. Members of congress having to do with 
tax legislation were personally interviewed and a number 
of them expressed a favorable view of the proposal. Asa 
result, some six bills were introduced in congress last winter 
and spring, each of which, while they varied in detail, would 
have accomplished the institute’s purpose. These bills were 
introduced by members of both political parties, which 
emphasized the non-partisan nature of the proposal. 

No activity undertaken by the American Institute of 
Accountants has ever attracted so much public attention as 
this proposal for a non-partisan commission to simplify 
the tax law. Newspapers throughout the country published 
news items and editorials specifically addressed to the In- 
stitute’s recommendation, and with very few exceptions, 
it was heartily applauded. Both the accountants and the 
lawyers were given credit for supporting a proposal which 
would reduce the volume of their own professional work. 

Hundreds of members of the institute wrote their in- 
dividual congressmen in support of the bills which had 
been introduced and many of their clients did likewise. 
Chambers of commerce in a number of cities adopted formal 
resolutions in support of the proposal, as did several na- 
tional organizations, including the National Association of 
Credit Men, and the National Association of Cost Ac- 
countants. 

Due to the pressure of wartime legislation, it was im- 
possible to bring about a consideration by congress before 
its summer recess of any of the bills providing for a non- 
partisan tax commission. It appears unlikely that a 
measure of such broad import will be taken up before 
presidential and congressional elections next November. 
The institute plans to renew its efforts thereafter. 

Meanwhile there have been several extremely valuable 
by-products in addition to the very extensive publicity 
which the accounting profession received. 
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Officials of the institute have come to know a number 
of the members of the national legislature and the institute 
is unquestionably better known in congress than before. 
As a direct result, our tax committee was invited to sit in 
with government experts working on proposals for simpli- 
faction of individual income tax returns which was effected 
through legislation enacted early this year. Members of 
the institute have also been invited to work with the treas- 
ury department in a study of technical procedural amend- 
ments and to submit recommendations to a committee of 
government experts charged by congress with the duty of 
considering post-war tax legislation. Our tax committee 
is now formulating recommendations for this purpose which 
were agreed on at a meeting of the committee, August 
18th. 


Government Regulatory Bodies 
The new determination to participate in the formation 
of policies as well as procedures is reflected in recent rela- 
tions of the institute with regulatory agencies of the 
government exercising authority in the field of accounting, 


such as the Securities and Exchange Commission and the 
Federal Power Commission. In the belief that a specific 
accounting order of the Federal Power Commission was not 
in conformity with generally accepted accounting principles, 
the institute last year expressed its views on the subject in 
a brief filed as amicus curiae in the Supreme Court of! the 
United States. This was the first occasion on which the 
institute had formally appeared before the Supreme Court. 


The Age of Accounting 

The increasing importance of accounting in business and 
government leads us to speculate on the future place of 
accounting in the economic community as a whole. Some 
of the most thoughtful members of the profession assure 
us that we are entering the age of accounting; that ac- 
counting has ceased to be merely a mechanical instrument 
for the assistance of business management, and has become 
a social force of considerable intensity. 


They point out that accounting is the only language in 
which the results of business transactions can be reported 
—in which the matching of costs against revenues, the 
relationships of assets and equities, can be expressed. 
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In a broad sense, the production of goods and services 
and their distribution among the individuals who make up 
the nation is the major purpose of all economic activity. 
Those who furnish the capital, those who perform the labor, 
those who manage the business, and those who constitute 
the market, as well as the government which administers 
the nation’s affairs, all demand a share in the fruits of pro- 
duction, in the form of interest or dividends, wages, sal- 
aries, and bonuses, fair prices, or taxes. 


If accounting is the only method by which the fruits 
of production can be fairly measured—in which, in other 
words, costs, prices, and profits can be described—every 
citizen, whether he knows it or not, has a direct personal 
interest in accounting. Is it not reasonable to assume that 
the professional accountant, if he retains public confidence, 
may become the arbiter and interpreter among these varied 
interests? The day may come when financial reports, 
bearing the opinion of a professional accountant that they 
fairly show what they purport to show, will be accepted 
without question by the government for tax purposes, by 
unions for purposes of fixing wage rates, by consumers as 
a basis for prices, by stockholders as a basis for dividends, 
by management as a basis for salaries and bonuses? 


Conclusion 

The war has brought the countries of the world closer 
together and it seems inevitable that there will henceforth 
be a tendency for all civilized nations to recognize them- 
selves as parts of a unified economic system. Professional 
accountants will doubtless have more to do with inter- 
national affairs than before, both in commercial and gov- 
ernmental activities. This foreshadows closer co-operation 
among accountants of the various countries. The members 
of the American Institute of Accountants count themselves 
fortunate in having a basis of friendship and co-operation 
with The Dominion Association of Chartered Accountants 
which is already firmly established. Perhaps this tradition 
of co-operation between accountants of the United States 
and Canada will prove to be the nucleus of a wider circle of 
collaboration among recognized professional accounting so- 
cieties throughout the world. 

I am grateful for the privilege of being introduced to 
you at this time and for your courteous attention. 
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New Brunswick 
By A. W. Trueman, M.A. 


Superintendent of Schools, New Brunswick 


(Address at 1944 annual meeting of .The Dominion Association of 
Chartered Accountants.) 


I HAVE been asked to speak to you today on the general 
subject of New Brunswick. That is a pretty large order, 
I think you will agree. There is much, both in the past and 
the present of this province, concerning which one could 
talk at greater length than would be pleasing to a luncheon- 
hour audience. My difficulties of choice are further com- 
plicated by the reflection that I am speaking to a group of 
chartered accountants. I know nothing about the mystery 
which you practise. To keep my current account cheque 
book reasonably in accord with the pitiful facts of my 
monthly financial position is about all I can manage. I shall 
make no effort, therefore, to approach my subject in a way 
specially calculated to soothe the savage breast of a char- 
tered accountant. I shall just talk about New Brunswick, 
at not too great length, and in not too serious a vein. 

Perhaps some of you are on your first visit to the mari- 
times. But you will have heard of us before. We have our 
little difficulties which we air, from time to time, in the 
House of Parliament, and in the press. We have also some- 
thing which we laughingly refer to as our rights, our mari- 
time rights. For these and other reasons you will have 
been aware of our existence, even though you may never 
have had the opportunity of visiting us before. 

In any case, we are very glad to see you. We like visi- 
tors in these parts, and we think we are hospitably inclined. 
There is much that is worth seeing in New Brunswick; our 
natural scenery is good, we think. The Saint John River is 
the finest river on the Atlantic coast of this continent, with- 
out doubt; and the drive from here up to Woodstock and 
Edmundston is something to which you should treat your- 
self, if not now, at least later on when rationed gasoline is 
no more, and tires can be used for something more sensible 
and civilized than the transportation of machines of war. 
The interior of the province is a net of waterways-streams 
and lakes across which in the old days travellers by canoe 
used to make their way to Lower Canada. You will find 
historic ground in the vicinity of Saint John and at the 
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border line between New Brunswick and Nova Scotia. 
There, on the Isthmus of Chignecto, the French and English 
and Indians struggled for the domination of the country, 
in the middle years of the 18th century. Fort Beauséjour, 
the ruins of which still stand, is now a national museum 
which contains many valuable and interesting relics of the 
period to which I refer. Great credit for gathering up 
these materials and for making a systematic attempt to 
stimulate interest in our past and to spread useful knowl- 
edge about it, goes to Dr. J. Clarence Webster, of Shediac, 
who is a distinguished New Brunswick historian, and chair- 
man of the National Historic Sites and Monuments Board. 

The mention of his home town, Shediac, reminds me of 
the many interesting names with which we have adorned 
our towns and villages. Let me give you a few: Petitcodiac, 
Quispamsis, Nawdigewaak, Jemseg, Upsalquitch, Apohaqui, 
Kennebecasis, Nashwaaksis, Washadmoak, Kouchibouguac, 
Sunny Corner, Oromocto, Meductic, Buctouche, Mirimachi, 
Pokemouche and Pokiok, Restigouche, Shepody, Dead 
Creek, Blue Mountain Bend, Burnt Church, and Jerusalem. 
This sort of thing can be put to poetic use. Have you ever 
heard these verses? 


Sweet maiden of Passamaquoddy 
Shall we seek for communion of souls 
Where the deep Mississippi meanders 
Or the distant Saskatchewan rolls? 


Ah no! in New Brunswick we’ll find it— 
A sweetly sequestered nook— 
Where the sweet gliding Skoodawabskooksis 
Unites with the Skoodawabskook. 
—Professor James De Mille. 


How much more euphonious and imaginative these are 
than the Smithville and Jonesburg type of nomenclature. 
While we are on this subject, let me say how wise I think 
our American friends have been in giving such beautiful 
names of native origin to so many of their states. Is not 
this an impressive roll call? Ohio, Illinois, Wyoming, Utah, 
Montana, Iowa, Tennessee and Alabama. They put New 
York, New Brunswick and New Jersey rather in the shade, « 
do they not? 

There are many other corners of New Brunswick which 
have played interesting parts in the early history of the 
new world; places on the Saint John River and on the north- 
ern shore of the province. Right here in the city you will 
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find points of interest—the old Loyalist burying ground, 
not two minutes’ walk from this hotel; the stone marking 
the spot where the Loyalists first landed, near Market Slip, 
at the foot of King Street; Fort Howe, overlooking the 
harbour from a stony eminence in what we call the North 
End or Indian Town. By the way, you will find us very 
mindful of our Loyalist descent in Saint John, perhaps al- 
most too mindful of it. It has been said that our steps into 
the future are uncertain and stumbling because we walk 
habitually with our heads turned back over our shoulders, 
gazing in rapt contemplation at our Loyalist ancestry. 
That is a rather unkind exaggeration of a local foible. 

We live by a most unusual body of water, the Bay of 
Fundy. You will have heard of its tremendous tides, which 
differ, between flow and ebb, by as much as 40 feet in some 
places. The waters of the Bay are cold and usually muddy, 
not ideal for bathing by any means. But we are fond of 
the Bay, just the same. It has character and personality. 
It’s not just like any other stretch of salt water. Where it 
has had a chance it has deeply affected the nature of the 
coastal plains. Up on the Isthmus of Chignecto, where I 


have to be by 8.30 this evening if I can get there, you will 
find the famous Tantramar Marshes at the upper reaches 
of the Bay. Let me read you a few lines from “Tantramar 
Revisited” by Charles G. D. Roberts. 


Skirting the sunbright uplands stretches a riband of meadow 
Shorn of the labouring grass, bulwarked well from the sea, 
Fenced on its seaward border with long clay dikes from the turbid 
Surge and flow of the tides vexing the Westmoreland shores. 
Yonder, toward the left, lie broad the Westmoreland marshes,— 
Miles on miles they extend, level, and grassy, and dim, 

Clear from the long red sweep of flats to the sky in the distance, 
Save for the outlying heights, green-rainfired Cumberland Point; 
Miles on miles outrolled, and the river-channels divide them,— 
Miles on miles of green, barred by the hurtling gusts. 

Miles on miles beyond the tawny bay is Minuche, 

There are the low blue hills; villages gleam at their feet. 

Nearer a white sale shines across the water, and nearer 

Still are the slim, gray masts of fishing boats dry on the flats. 
Ah, how well I remember those wide red flats, above tide-mark, 

Pale with the scurf of the salt, seamed and baked in the sun! 


But the Bay of Fundy is noted not merely for its tides. 
It is the great brew-pot of the fogs which roll in over our 
coast, sometimes—we are almost disloyal enough to think 
—too often. And yet the fog contributes not a little to the 
individuality of this old city, to its own particular charm 
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qualities which you will not grasp immediately if you are a 
stranger here, but which will subtly steal upon you if you 
prolong your visit. I used to walk to my office in the morn- 
ing along King Street East. From King Street East there 
run down to the end of the broad point formed by the har- 
bour and Courtenay Bay, a number of parallel streets, 
Pitt, Wentworth, Caerenaerthen, Sydney. As I walked 
along King East, on many mornings I could see the wisps 
of fog, puffed by the giant breath of the Bay, streaming 
out of the ends of these parallel streets across my path. 
The ancient Mother of Fogs was busy again at her everlast- 
ing task. These are the things which give a place an in- 
dividuality. No matter where I go or where I live, I shall 
always remember that morning walk through the cloudy 
breath of the Bay of Fundy. 


It would be easy to go on talking about New Brunswick 
in this vein, picking out here and there little items of inter- 
est. But I think that for the rest of the short time I wish 
to detain you, I shall say something about our greatest 
single provincial asset, our forests. 


You may be surprised to know that 80% of the province 
is forested. That may not continue to be a true statement 
if we don’t find means of stopping these terrible fires which 
have been raging for the past two weeks. I am relying for 
what I have to say to you on an excellent brief recently 
prepared by the New Brunswick Forest Products Associa- 
tion and the New Brunswick Section of the Canadian For- 
estry Association. This brief was presented to the New 
Brunswick Committee on Reconstruction. I hope that it 
will have a valuable educational effect on the people of the 
province. I feel quite sure that we don’t realize fully what 
we have here in the way of forest wealth. 

1. I have already told you that 80 per cent of our land 
is forested. 

2. Further, the experts tell us that forest growth in 
New Brunswick is good and the conditions for natural, un- 
forced reproduction are good. That means that we do not 
need to embark on any expensive reforestation projects. 

3. The province forms a compact forest area. By that 
is meant that there are no great natural difficulties in the 
way of administering the forest area economically. We 
have already pointed @ut to you, a network of streams down 
which to run the cut. We have plenty of harbours along 
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our coasts. No part of our forest area is inaccessible be- 
cause of distance, or because nature has placed insurmount- 
able barriers in the way. 

4. Our forests are potentially rich. They have in them 
the possibility of increased growth and lumber production 
beyond the measure we have been getting—if only we prove 
wise enough to adopt the right methods of management. 

5. Fhe forests add considerably to the amenities of life 
for the citizens of the province. They are beautiful; they 
are healthful; they are also an attraction to tourists and 
sportsmen. There we have a potential business which we 
should be able to increase considerably. 

6. We are coming into an era which will probably util- 
ize wood products more than ever before. It is impossible 
to say just what science has in store for the wood business. 
No doubt it is easy to exaggerate in our statements of the 
possibilities. Nevertheless, some advantage should be cre- 
ated for a lumbering province by the recent discoveries for 
new uses of wood products. 

7. Our export market is good. We are close to the 
U.S.A. and enjoy use of the shortest shipping route to 
Europe. 

These are possibilities. What are the difficulties? 

In my own opinion, first and foremost is the fact that 
we are slow to move down here. We are conservative in 
our outlook on life—on education, on business, on politics. 
It will be difficult for us to get into the government men 
who will tackle our forest problems with imagination and 
boldness. We look with suspicion, anyway, on government 
control of almost anything. 

I am not a member of the C.C.F., and I am not a social- 
ist by any means. But I do think that our forest resources 
must be taken in hand by the government more seriously 
and more completely than they have been before. 

At present our methods of cutting lumber are “deter- 
mined almost solely by short-turn considerations of finan- 
cial profit to the operator” (brief). We haven’t said, as a 
province, “This is our greatest asset. We must use it wisely 
for our benefit, and preserve it for the benefit of future gen- 
erations in New Brunswick. We have no right to destroy 
it or diminish it by carelessness and ignorance.” I can’t 
see anyone doing that but an enlightened government. We 
need a much improved and extended official service. 
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Current Accounting Literature 
By J. D. Campbell, C.A. 


——. No. 22, Volume XXV, 15th July 1944, pub- 
lished by the National Association of Cost Accountants 
(385 Madison Avenue, New York) contains two interesting 
case studies illustrating the application of industrial ac- 
counting techniques in meeting special problems. 

Radio Broadcasting: William D. Wagner in an article on 
“Radio Broadcasting Station Accounting” discusses the 
specific problem of accounting for the sale of time in such 
a way as to create an efficient internal system of check. 
With the exception of the specialized accounting procedures 
covering the sale of time, the other aspects of the business 
operations are recorded similar to those of any other in- 
dustrial organization. 

As an advertising medium the primary aim of the ac- 
counting technique for recording the sale of time is to as- 
certain that all of the time (product being sold) during 
which the station is on the air is properly accounted for. 
In providing for this central aim the programs scheduled 
for each day are prepared with work sheets as a directive 
to the announcers and the engineers. As the programs go 
on the air they are checked off the work sheets and at the 
same time a station log is maintained which creates a du- 
plicate record, the cross checking of which ensures an in- 
ternal check. The accounting records maintained for the’ 
sale of time are built up around these prime records of time. 
Through the use of exhibits the accounting technique cov- 
ering the recording of the sale of time is illustrated from 
the time the contract is made up to and incuding the render- 
ing of the accounts. 

Returnable Containers: William James Taylor discusses 
the accounting technique utilized by a particular company 
for returnable containers in an article “Accounting For and 
Control of Returnable Containers.” ; 

“A control system that will adequately accelerate con- 
tainer turnover and control inventory limits, is absolutely 
necessary in any compressed gas industry.” 

The key to the plan devised is the use of a container 
record book which controls the entire movement of the con- 
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tainer and gives a complete case history of each container 
supplemented by individual punched container cards. The 
detailed operation of the plan is outlined illustrated with 
exhibits covering the handling of the customer’s order, the 
outward movement of the containers to stocks, the stock 
outward movement to customers, and the inward movement 
from customer to stock. 

Bulletin No. 23, Volume XXV, 1st August 1944, of the 
National Association of Cost Accountants presents two of 
the papers delivered at the Chicago Cost Conference held in 
June 1944 on the general problem of contract termination. 

Termination Problems: Robert C. Downie in a paper 
“General Termination Problems” discusses certain of the 
basic difficulties being met or to be met in settling the gen- 
eral termination problem and outlines suggested courses of 
action in specific cases. 

The more significant of the basic difficulties discussed 
cover the questions of lack of knowledge, attempts to shift 
responsibility, and inertia due to the fact that speedy term- 
ination settlements have not become as yet a pressing prob- 
lem. 

Throughout the whole of the article special stress is laid 
upon both the part the contractor is to play in the settling 
of the termination problem and the prime necessity for co- 
operation between the contractor and the government pro- 
curement offices in order to render the existing termination 
legislation effective. ‘The procurement offices cannot settle 
your cancelled contracts. You have an important part to 
play. The settlement of your terminated contracts is one 
of the bigger jobs that face your organization and you can- 
not handle it unless you establish a well thought out plan of 
operation.” 

In discussing the more significant of the reasons for de- 
lay in settling claims, “technicalities and a desire to obtain 
the last pound of flesh” are indicated as the customary 
reasons for delay. Where the contractor includes -only 
items that are properly allowable as cost and profit and 
supports the claim with sufficient data, then the question 
of termination settlement does not develop into a game of 
how much the contractor can get and how much the govern- 
ment can knock off. 
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In covering the verification of claims by governmental 
agencies the policy of the agency to make a complete audit 
of the first claim and to use that audit as a basis for cor- 
rection of errors is outlined. Subsequent terminations of 
the same contractor are submitted merely to a test examina- 
tion. In this way a large amount of the preliminary audit- 
ing work has been done by the government agency before 
the major flood of termination claims faces them. 

Termination Costs: George D. Bailey in an article “Cost 
Phase of War Contract Termination” discusses the under- 
lying philosophies and basic rules of cost allowance and 
illustrates the manner in which they apply to the more con- 
troversial of the cost problems which have arisen. 

The reference to costs appearing in the legislation (U.S.) 
states that the contractor shall be given fair compensation, 
including such profit on the preparations made and the 
work done for the terminated part of the contract as is 
reasonable under the circumstances. The costs contempla- 
ted are “those sanctioned by recognized commercial ac- 
counting and are intended to include the direct and indirect 
manufacturing, selling and distribution, administrative and 
other costs incurred which are reasonably necessary for the 
performance of the contract and are properly allocable or 
apportionable under such practices to the contract (or the 
part thereof under consideration) ’’. 

The discussion of the special costs presented acts as an 
indicator not only of the type of costs which are to be al- 
lowed or disallowed but also to the special policies of allow- 
ance or disallowance as they appear to have been worked 
out by the procurement services. The discussion covers the 
various cost items of direct charges vs. overhead, common 
items, depreciation, general experimental and research ex- 
pense, advertising expense, engineering and development, 
special tooling, initial costs, special leases, and interest. 

Auditing—Wartime Government Regulations: Bulletin 
No. 21 on auditing procedure issued in July 1944 by the 
committee on auditing procedure of the American Institute 
of Accountants, “Wartime Government Regulations,” and 
published in the August 1944 issue of “The Journal of Ac- 
countancy” (13 East 41st Street, New York, N.Y.) covers 
the questions of the responsibility of the independent ac- 
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countant in ascertaining whether a client has complied with 
wartime government regulations and what steps should be 
taken by the independent accountant when he has reason 
to believe that a violation has occurred. 


In covering the question of the responsibility for ascer- 
taining compliance, a general guiding principle is laid 
down as a determinant. “The likelihood of the statements 
being affected materially should determine the course of 
action.” Although the question of the liability for penalty 
for violation of wartime regulations is a matter which must 
be considered it is also pointed out that “auditing proce- 
dures of the usual examination cannot be expected to pro- 
vide assurance that a client has complied with all detailed 
requirements of some of the regulations . . . The account- 
ant ... need not extend his examination to include a search 
for violations of this type unless he has reason to believe 
that violations have occurred or unless he comes upon evi- 
dence of their existence.” 

In respect to the question of procedure where a violation 
has occurred, it is set out that “the matter should be 


brought to the attention of the management with a recom- 
mendation that adequate provision be made in the financial 
statements for the resulting liability. Where inadequate 
provision is made and the amount is material, the account- 
ant should take an exception in his opinion on the financial 
statements.” 


Profit and Loss Reserves: Lawrence L. Vance in an 
article “Current Problems and Accounting Theory” pub- 
lished in the July 1944 issue of “The Accounting Review” 
(School of Business, Bloomington, Ind.) advances the sug- 
gestion that the profit and loss reserve should be more 
widely utilized in presenting a more complete accounting 
treatment of the “ramifying transactions relating to any 
single fiscal period’. Specific attention is devoted to the 
necessary current provision for reconversion costs. 

The profit and loss reserves referred to represent pri- 
marily reserves created for subsequent years’ expenditures 
but which are at least in part directly connected with the 
current period. “This procedure is based on the contention 
that accounting, while recognizing and reporting legal rela- 
tionships is nevertheless primarily an economic process. 
Economic forces which act to determine the results of a 
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period’s activities are the factors which should be taken 
into account, and the fact that no documents have changed 
hands at any particular date, that no oral commitments 
have been made, or that no legal liabilities have been im- 
posed by a legislature does not relieve the accountant of 
the necessity of recognizing costs which are accruing in the 
economic sense.” 


Post-War Accounting: Victor H. Stempf in an article 
“The Post Victory Challenge” published in the August 1944 
issue of “The Journal of Accountancy” discusses the nature 
of some of the accounting problems of the post-war period 
against an outline of the probable economic conditions 
which will exist in this era. 

/ In: presenting the “backdrop” of economic conditions 

the question of unemployment is raised and the necessity 
for immediate and careful consideration of related prob- 
lems is stressed, followed by the warning that if private 
enterprise is not prepared to meet it “government” will 
be forced to meet the task. 

A general discussion is presented of certain of the more 
significant accounting problems covering the use of stan- 
dards and budgets as effective units of measurement of ac- 
complishment for purposes of control, the significance of 
the accounting reports, the failure on the part of the or- 
dinary layman to appreciate the “cost concept” as applied 
to the conventional method of the accountant “of appor- 
tioning costs to past, present, and future periods”, the 


degree of judgment and opinion required to be exercised’ 


by the accountant in presenting his report, co-operative 
planning and taxation. “The redetermination of stan- 
dards; further development of distribution-cost techniques ; 
broader and sounder application of the principles of dif- 
ferential costs; and a wider appreciation, dissemination 
and application of sound budgetary planning and control, 
assure a field of inestimable value for post-war accounting 
within which it may wield an important influence in the 
development of a sound and stable economy.” 

Solicitors’ Accounts: Volume CXI, No. 3635, of “The 
Accountant” (London) 5th August 1944, carries a leading 


article supplemented by a reproduction of solicitors’ ac- 
count rules and solicitors’ trust account rules for 1945 as 
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adopted by the English council of the law society in which 
special stress is placed on the rules governing the segrega- 
tion of clients’ funds and the maintenance of trust accounts. 
In covering the question of accounts rule 10 specifically 
states: “Every solicitor shall at all times keep properly 
written up such books and accounts as may be necessary 

(a) to show all his dealings with 
(i) client’s money held or received or paid by him, and 

(ii) any other money dealt with by him through a 

client account; and 

(b) to distinguish such money held, received or paid 
by him on account of each separate client and to distinguish 
such money from other money held, received or paid by him 
on any other account.’’. 

Taxable Income: Lt. Charles J. Gaa in an article “Stand- 
ards for Income Determination” published in the July 1944 
issue of “The Accounting Review”, presents his case for 
the development of a rational and consistent concept of in- 
come and a system of standards for measuring it in order 
that it might be reasonable under such conditions to de- 
mand that tax methods of computing income be required to 
conform to generally accepted accounting principles. “With 
accounting theory and practice in such uncertain condition 
and the very existence of accounting principles in contro- 
versy, it might be unreasonable to demand that tax methods 
of computing income be required to conform to generally 
accepted accounting principles.” 

Since the development of any concept of income or 
system of standards to be useful for a well-rounded system 
of standards for income determination must be broad 
enough to be all-inclusive, it is suggested that “accounting 
should be designed to furnish dependable financial infor- 
mation about a business enterprise that will satisfy the 
needs of all parties at interest and that will be continuous- 
ly in accord with the single co-ordinated body of account- 
ing theory.” 

The suggested concept of income which will fit within 
the general purpose outlined and be suitable for both in- 
come tax and accounting purposes is “the net realized in- 
crease of economic power from all sources, measured in 
terms of money between two points of time, excluding addi- 
tional investments and withdrawals of capital.” 

Forms of Account: The English Institute of Chartered 
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Accountants has published certain recommendations to its 
members on the form of accounts of companies engaged in 
industrial and commercial enterprises, which recommenda- 
tions are presented in an advisory capacity as an indicator 
of what is regarded as the best practice. The recommen- 
dations and a leading article discussing the recommenda- 
tions .. . are published in Volume CXI, No. 3632 of “The 
Accountant” (London) 15th July 1944. 

The primary features discussed cover the questions of 
the use of headings in the financial statements, the disclo- 
sure of arrears of preferred dividends, the treatment of a 
deficit on the financial statements, the basis of segregation 
as between the short and the long term assets and liabil- 
ities, the revelation by footnote of commitments of material 
-amount for capital expenditure, the retention of original 
cost of fixed assets, the application of uniformity and dis- 
closure of departures from previous practice as well as the 
separate statement of extraneous and non-recurrent items, 
and the form and content of the profit and loss account. 

In covering the question of the form of the profit and 
loss statement and the location of the item taxation 
charges, the two opposing schools of thought are set out: 
“The one contends that income tax is a compulsory charge 
which should be debited before free earnings can be ascer- 
tained; the other, perhaps with equal justice, believes that 
there is a fund of profits which must be shared between 
the state, the shareholders and the company itself.” 


Overhead Costs: F. Bradshaw Makin in two special 


articles “Costing and Overhead” published in Volume CXI, | 


Nos. 3631 and 3633 of “The Accountant” discusses the 
broad general principles of cost allowance as applied to the 
specific problem of overhead costs. 

The main purposes of costing are summarized under 
four divisions, namely: “(1) The quick and ready ascer- 
tainment, in whole or in part, of accurate costs of the pro- 
duction and selling of the product; (2) the detection and 
prevention of all waste whether of time, material or 
energy; (3) the compilation wherever possible of stan- 
dard costs which may be used as a basis of comparison for 
future programmes; (4) the study of cost behaviour at 
varying output levels so that improvements and economies 
in production can be effected and a sales policy formulated.” 
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The fact that an increase or decrease in output of a busi- 
ness does not involve a proportionate increase or decrease 
in those charges which are not capable of direct allocation 
has led to the major difficulty in costing, namely, a correct 
allocation of the overhead burden. This problem gains 
added significance in direct relationship to the significance 
of the item of overhead costs to the item of total costs. 

A substantial portion of the article is devoted to an 
illustration of the significance of the problem of allocation 
of overhead costs as applied to the general question of dif- 
ferential costs and their utilization in the productive level 
cost analysis. 


Taxes—A Source of Funds: Charles Melvoin in an article 
“Wartime Taxes as a Source of Funds” published in the 
August 1944 issue of “The Journal of Accountancy”, pre- 
sents case illustrations of the extent to which the existing 
provisions of the Internal Revenue Code (U.S.) will pro- 
vide post-war funds for business. 


The article proper deals with the questions of amortiza- 
tion of defense facilities, involuntary liquidation of inven- 
tories where the “lifo” method is applied, unused excess 
profits credit carry back and carry over, and net operating 
loss carry back and carry over provisions. The article is 
presented in part as an answer to the claims which are 
being made by business to the governmental taxing author- 
ities as to the creation and allowance for tax purposes of 


Industrial Accountant: Mr. Basil Smallpiece in a paper 
“The Institute and the Industrial Accountant” reprinted in 
Volume, CXI, No. 3633, 22nd July 1944 of “The Account- 
ant”, discusses the question of the cleavage which has 
developed in recent years between the industrial and profes- 
sional accountant and advances suggestions by means of 
which this cleavage might be corrected. 


The stand taken by Mr. Smallpiece is based on the fact 
that both groups belong to one profession and that although 
each group should have equal rights, they should also share 
equally in the attendant responsibilities. If from a pro- 
fessional standpoint each is required to hold in trust for 
society a specialized technique and body of knowledge, then 
each should be viewed as a professional man and as such 
accept the responsibilities. 
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In discussing the nature of the responsibility of the in- 
dustrial accountant as a professional man it is pointed out 
that “he should feel neither at liberty nor under compulsion 
to distort facts nor to present figures to people inside or 
outside the business which he knows to be false, or just 
misleading—whether it is in the supposed interests of that 
business to do so, or whether he is under instructions from 
his employer. He should feel able, and indeed bound, to 
maintain complete independence of judgment; and if neces- 
sary to stand out on the grounds of professional impropri- 
ety against the perversion of facts.” A portion of the ar- 
ticle is also devoted to a discassion of the place of the indus- 
trial accountant within the organization of the institute 
itself. 


Tanning Industry: The August 1944 issue of “Cost and 

Management” (66 King Street East, Hamilton) carries the 
first of a series of articles covering the question of “Cost 
Accounting and Stock Control in the Australian Tanning 
Industry” by William G. Watts. The treatise is designed 
to present a general costing system applicable to the tan- 
ning industry which might be used as a book of reference 
dealing with the complexities of costing records in a com- 
posite tannery and the problems that confront the person 
installing, accounting or auditing a costing system therein. 


Philosophy of Accounts: F. Sewell Bray in a short special 
article “The Philosophy of Accounts” published in Volume 
CXI, No. 3636, 12th August 1944 of “The Accountant”, pre- 
sents the philosophical background of accounts indicating 
the contribution which accounting is being called upon to 
make to society. 

“Accountancy may be thought of as a systematic record 
of the working of the economic structure of society in 
terms of monetary symbols . . . Accurate accounts are part 
of the apparatus which economists must summon to their 
aid in the quest for truth and ultimately the quest for the 
good in the fields of both social and economic enquiry.” 


Original Cost: William A. Paton in an extensive treatise 
on “Accounting Policies of the Federal Power Commission— 
A Critique” published in the June 1944 issue of “The Journ- 
al of Accountancy” (13 East 41st Street, New York) utilizes 
the shift in emphasis in the uniform accounting system de- 
vised by the Federal Power Commission from actual cost 
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to the present owner to the concept of original cost in the 
special sense of cost to the party by whom the property is 
first devoted to public service, to review in somewhat 
lengthy detail the accepted accounting concept covering the 
questions of cost and depreciation. 

Under the uniform accounting system devised by the 
Federal Power Commission the difference between the total 
actual cost of the property purchased as an operating unit 
and the so called “original cost” of the property is recorded 
in a special sub-division of the asset account under the title 
of “electric plant acquisition adjustments”. Although the 
“original cost” is subjected to depreciation, which charge 
is given due consideration in the determination of the rate 
base, the “acquisition adjustments” which to a degree form 
part and parcel of the depreciating asset are treated as in- 
tangibles and are subjected to amortization. 

The various problems arising out of the view of original 
cost as advocated by the Federal Power Commission are 
considered against the general background of the account- 
ing concept of “objective verifiable evidence” with its vari- 
ous ramifications. “The basis on which the accountant 
records the acquisition of fixed property (and current goods 
and services as well) is actual cost to the buyer. In general 
he accepts the price agreed upon by the contracting parties 
as valid evidence of actual cost. He recognizes that with 
slightly different points of view prices arrived at may vary, 
but he also recognizes that the price set by the interested 
parties is usually the most objective and dependable evi- 
dence of immediate value—and hence of valid cost—that we 
have.” 

In presenting his general conclusions Mr, Paton states: 
, “The most objectionable and unwarranted accounting policy 
of the commission is found in the determined effort to re- 
move from the cost of property all amounts representing 
profits to the vendor where the vendor was in any degree 
affiliated with the buyer. This policy is in no way required 
by the uniform system of accounts and is directly contrary 
to established accounting principles and practice.” 


Distribution Account Classification: F. B. Turck and 
W. E. Hill in an article “The Engineering Need of Account- 
ing in Distribution” published in the July 1944 issue of 
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“The Journal of Accountancy” present a proposal as to a 
more useful and informative classification of the item of 
distribution costs which comes more closely into line with 
current scientific-distribution principles. 


Certain suggestive classifications are set out and dis- 
cussed such as: Should there be accounts (1) for collecting 
charges incurred by the entire marketing organization in 
obtaining and analyzing information related to sales de- 
velopment of customers and prospects?; (2) for the pur- 
pose of collecting direct and indirect selling costs involved 
in the establishment versus the maintenance of corporate 
accounts?; (3) for the engineering sales expense involved 
in programming future requirements of equipment and ma- 
terials for customers and prospects?; (4) covering the cost 
_ of classified expense for continual analysis and evaluation of 
current markets and consumer demands? 


“The unscrambling of the general accounts relating to 
distribution will induce an effort to improve the distribution 
procedures and indirectly make possible lower consumer 
prices.” 


Co-operations: The tax supplement of “The Account- 
ant” Volume CX, No. 3624, 20th May 1944, carries a sum- 
mary “The Profession and the Budget” and reproduction 
of the combined report of the English accounting profession 
“Income tax: Departmental Committee on Post-War Fiscal 
Policy” which was presented to the chancellor of the ex- 
chequer jointly with the departmental committee on post- 
war fiscal policy. ; 

The significant facts to be drawn from the presentation 
of the document are that it indicates a willingness to co- 
operate on the part of inland revenue and at the same time 
it represents the presentation of a united front by the ac- 
counting profession upon a common problem. The points 
covered in the memorandum are primarily those which cover 
problems arising within the present English tax structure. 


In covering the general question of the disparity between 
commercial methods of computing taxable profits and the 
methods adopted under existing law and practice the fol- 
lowing suggestion is made: “The accountancy profession 
submits that profits for taxation purposes should be meas- 
ured on sound accounting principles. Applying such prin- 
ciples, it is fundamental that the profits of any commercial 
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or industrial undertaking for any given period can be as- 
certained only after all outlay incurred in earning the profits 
of that period have been deducted.” 


Auditing Standards: Frederick K. Rabel in an article 
“Auditing Standards and Procedures in Light of Court 
Decisions” published in the July 1944 issue of “The Journal 
of Accountancy”, presents a review of American and Brit- 
ish court decisions upon the question of the duties and 
responsibilities of the auditor, in order to determine the 
general nature of the minimum auditing standards which 
are acceptable to the courts. The first section of the ar- 
ticle is devoted to an examination of judicial pronounce- 
ments with respect to general auditing problems whereas 
the second section deals with specific audit procedures. 


The general auditing problems considered cover the gen- 
eral purpose of the audit; effects of the terms of audit 
agreement; testing and sampling method; discovery of 
fraud; internal check and control; reliance on recorded 
transactions prior to period under review and on accounts 
examined by other auditors; knowledge of legal matters 
and account classification. Each of the various problems 
are examined separately covering the related legal cases 
pertinent thereto in an attempt to develop a pattern as to 
the auditing standards applicable to the particular problem. 

In covering the general problem of internal check and 
control and its relationship to the question of audit it is 
pointed out that the legal position has been that the auditor 
has the right to rely upon his client’s system of internal 
check to supplement his audit procedures providing it is 
operative but only to the extent that it is operative. ‘The 
auditor should ascertain . . . whether the bookkeeping op- 
erates as an internal check, whether it is so intended to 
operate, and if it is so intended to operate . . . then the ex- 
tent and thoroughness of that internal check, the auditor 
having ascertained where the internal check, if any, ends, 
should begin his audit from that point on.” 

The section of the article covering specific audit proce- 
dures covers the following phases of a balance sheet audit, 
namely, cash, receivables, inventories, securities, liabilities 
and operating accounts. 

In dealing with the inventory question the recent Mc- 
Kesson and Robbins case with its apparent conflict with 
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earlier legal decisions covering this question is considered. 
Although the general rule has been that the auditor is jus- 
tified in believing tried servants of the company in whom 
confidence has been placed, especially if there is no ap- 
parent conflict between the interests of such employees and 
his duty, and that the auditor is not required to take stock, 
the case referred to above reflected a decided change in 
opinion extending the accepted auditing standards for in- 
ventories to include physical tests of inventory quantities 
and observation of the procedure of inventory taking. “The 
value of the precedents upon which the entire Anglo- 
American legal system is based should not be ignored by 
the accounting profession and the wealth of decisions avail- 
able for study can be very profitably used as a guide to 
. younger practitioners and a protection to those unjustly 
(or justly) accused of negligence as well as.a recognized 
and objective yardstick against which to measure our in- 
dividual judgments as to what we can reasonably be ex- 
pected to have done in particular circumstances.” 


Book Reviews 


Cost Accountant’s Handbook, Theodore Lang (editor-in- 
chief). Published by The Ronald Press Company, 15 East 
26th Street, New York. 1482 pages, $7.50 (U.S.). Re- 
viewed by J. D. Campbell. 


An attempt has been made in this publication to put into 
the hands of those interested in cost accounting a codifica- 
tion of cost accounting principles and techniques in an or- 
ganized, accessible and readily usable form. Within the 
framework of cost accounting for manufacturing industries 
the fundamental principles of cost accounting are developed 
coupled with the methods and techniques that cost account- 
ants and those dealing with costs have worked out and 
found useful. 

The handbook proper is broken down into twenty-five 
main sections which serve to cover the whole of the cost 
accounting field: Reports, analysis and control, variation 
analysis, cost classifications, the cost department, organiz- 
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ing the cost records, setting standard costs, operation of 
standard costs, specific order cost systems, continuous pro- 
cess cost systems, joint and by-product costs, estimated 
costs, material purchases, material costs and inventories, 
scrap waste and spoilage, timekeeping and payrolls, labor 
costs, overhead accumulation, overhead distribution, over- 
head and product cost, overhead and normal capacity, re- 
search and development costs, plant assets and deprecia- 
tion, budgets, trade associations and uniform systems, 
statistical and mathematical methods. 


To attempt to consider with any degree of usefulness 
within the confines of a review of this nature the informa- 
tion covering the questions of cost which have been com- 
pressed within the handbook would be useless. 

For the first time current thought on costing problems 
both academic and practical has been brought together in 
a concise and readily accessible form which earmarks this 
book as a must for the reference shelf of any person who 
might come in contact with any phase of costing. 


Income Tax and E.P.T. Consolidation. $5 per copy. 
Published by Richard DeBoo Limited. 137 Wellington St. 
West, Toronto, Ont. Reviewed by the Editor. 


The publication of this volume is designed to meet a 
need which has increased throughout the twenty-eight year 
life of Canadian income taxation. The Income War Tax 
Act has been amended by no less than thirty-five different 
acts of parliament, each of which has added, substituted or 
altered a large number of the statutory provisions which 
it contains. The Excess Profits Tax Act has also been the 
subject of frequent amending legislation while at the same 
time both it and the Income War Tax Act have been sub- 
stantially altered in scope and interpretation by a mul- 
tiplicity of departmental regulations, orders-in-council, 
reciprocal treaties and international conventions. 

In this volume for the first time in Canadian tax history 
the Income War Tax Act and the Excess Profits Tax Act 
are reproduced completely in all their various forms as they 
have existed since their original consolidation in the Re- 
vised Statutes of Canada, 1927. These acts are here so 
arranged as to show at a glance the precise language of 
every section throughout its legislative life from 1927 to 
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the latest enactment in 1944. This publication is to be re- 
printed in full each year hereafter so as to keep pace with 
all future statutory changes. 


In addition to a comprehensive index, the various sec- 
tions are annotated upon a cross-reference basis keyed di- 
rectly to other related sections and provisions of the law, 
as well as to all relevant official departmental regulations, 
orders-in-council and reciprocal tax treaties and conven- 
tions with other countries. 

The material in this publication has been brought to- 
gether, arranged and annotated by H. Heward Stikeman, 
B.A., B.C.L., barrister-at-law of the Quebec bar and Assist- 
ant Deputy Minister of National Revenue for Taxation 
(Legal). 


TIMETABLE OF EXAMINATIONS 


The Board of Examiners-in-Chief gives notice that the 
regular examinations for 1944 of the provincial institutes 
of chartered accountants will be written during the week 


of December 4-9 according to the following timetable. The 
morning sessions will be from 9 a.m. to 1 p.m., and the af- 
ternoon sessions from 2 to 6 o’clock. 
Monday, December 4 
Morning session —Final Auditing I 
Afternoon session—Intermediate Auditing I 
Tuesday, December 5 
Morning session —Final Auditing II 
Afternoon session—Intermediate Auditing II 
Wednesday, December 6 
Morning session —Final Accounting I 
Afternoon session—Intermediate Accounting I 
Thursday, December 7 
Morning session —Final Accounting II 
Afternoon session—Intermediate Accounting II 
Friday, December 8 
Morning session —Final Accounting III 
Saturday, December 9 
Morning session —Final Accounting IV 
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Personals 


Messrs. Lee and Martin, chartered accountants, an- 
nounce the admission into partnership of Robin C. Buchan- 
an, C.A. (Edin.), who has been associated with the firm for 
some years. 


Word has been received that F/O Leon Panzer, 
R.C.A.F., is now safe in England. He had been reported 
missing after air operations over France, and it is pre- 
sumed that he contacted the French Underground and was 
kept in safety until able to return to England. Mr. Panzer 
was employed with Messrs. Newman and Newman, of Tor- 
onto, before enlisting in July 1942. 


Obituaries 


The Late James W. Bates 

The Society of Chartered Accountants of the Province 
of Quebec reports with regret the death of James W. Bates, 
at the age of 41 years, in Waterbury, Connecticut, U.S.A. 

Mr. Bates served his apprenticeship with Sharp, Milne 
& Co., and Deloitte, Plender, Haskins & Sells. After pass- 
ing the final examination he went to the United States, and 
at the time of his death was in the employ of the Anaconda 
Copper Company. He had gone to Waterbury, Conn., to 
make an internal audit at the offices of the American Copper 
and Brass Company, a subsidiary, when he died of cerebral 
haemorrhage. 

To his widow the members extend their sincere sym- 
pathy. 


The Late Roberts S. Davis 

The Society of Chartered Accountants of the Province of 
Quebec regrets to announce the death of Roberts S. Davis 
on September 15th, at the Neurological Institute, at the 
age of 44, 

Mr. Davis was a graduate of the School of Commerce of 
McGill University and was admitted to membership in June, 
1932. At the time of his death he was a partner in the firm 
of Hyde and Davis. 

To his widow and children the members extend their 
sincere sympathy. 
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The Late William Hashim 

The death of Flight Sergeant William Hashim in a flying 
accident near North Battleford, Saskatchewan, is reported 
with regret by the Quebec Society. 

Flight Sergeant Hashim, age 24, was educated at West 
Hill High School and the School of Commerce of McGill Uni- 
versity. He was admitted to membership in March, 1943, 
after passing his final examination while in the Air Force, 
having served his apprenticeship with George A. Touche 
& Co. Enlisting in the army in 1941, he later transferred 
to the Royal Canadian Air Force where he became a pilot 
instructor. 

To his widowed mother and sister and brother, the mem- 
bers extend their deep sympathy. 


The Late C. T. C. A. Nixon 

The Institute of Chartered Accountants of British Col- 
umbia records with deep regret the death of Major Cyril 
Thomas Colville Alexander Nixon. 

Major Nixon, a son of Mr. and Mrs. H. C. Nixon form- 
erly of Vancouver, now of Abbottsford, B.C., was killed in 
action July 25th, 1944, while on active service with the 
Calgary Highlanders in France. Educated in Vancouver, 
he was admitted to the Institute after passing his final ex- 
amination in 1939, having served his articles with Major 
M. J. Crehan of Crehan, Meredith & Co. of Vancouver. He 
was a member of the 1st Battalion Irish Fusiliers of Cana- 
da, Reserve Unit, and went on active service the day war 
was declared, proceeding overseas in 1940. , 

He is survived by his widow, Mrs. Margaret Nixon, and 
three year old daughter, of 2362 Zela Avenue, Victoria, 
B.C. To his widow and family the members extend their 
sincere sympathy. 


The Late John Crockhart Scobie 

The Society of Chartered Accountants of the Province 
of Quebec reports with regret that John C. Scobie, senior 
partner in Price, Waterhouse & Co., accountants, at 56 Pine 
Street, New York, died on 31st July, at his home in Green- 
wich after an illness of several months. He was sixty-six 
years old and was born in Edinburgh, Scotland. He attend- 
ed Heriot College and Edinburgh University and went to 
the United States in 1903. His apprenticeship was served 
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with a firm of chartered accountants in Edinburgh and he 
joined the New York staff of Price, Waterhouse & Co., in 
the year that he arrived in the United States. In 1911 he 
became manager of the firm’s office in Pittsburgh. He had 
been a partner since 1914, when he returned to New York. 

Mr. Scobie was also a member of the Edinburgh Society 
of Chartered Accountants, the American Institute of Ac- 
countants and the New York State Society of Certified Pub- 
lic Accountants. 


The Late Harold Gladstone Forson 

The Institute of Chartered Accountants of Alberta re- 
grets to announce the death of Harold Gladstone Forson in 
June 1944. Mr. Forson passed his final examinations and 
was admitted to membership in the Alberta Institute in 
May 1920. At the time of his death he was manager of the 
Vancouver branch of the Canada Permanent Mortgage Cor- 
poration. 


The Late James Bruce Lawson 

The Institute of Chartered Accountants of Saskatche- 
wan regrets to announce the death of Major James Bruce 
Lawson on Ist September 1944 while on active service in 
Italy. Major Lawson was a member of the C.O.T.C. while 
attending the University of Saskatchewan and until going 
on active service as a lieutenant in March 1940 with the 
Saskatoon Light Infantry, he was a member of the Regina 
Rifles Reserve. He transferred to the 4th Canadian Recon- 
naissance Battalion of the Princess Louise Dragoon Guards 
and won promotion to major while on active service. ~ 

He was admitted a member of the Saskatchewan Insti- 
tute in 1938 after service with firms in Saskatoon and 
Regina. 

To his wife, the former Lieut. (N.S.) Burnham of Saint 
John, N.B., his parents and sister, also a member of the 
nursing service overseas, the Saskatchewan Institute ex- 
presses its heartfelt sympathy. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


In the period of inflation immediately following the war 
of 1914 accountants burned their fingers badly by approv- 
ing and, in some instances, urging the upward revaluation 
of fixed assets and the creation of appreciation surpluses. 
Since that time they appear to have closed their ranks and 
to have come out strongly in favour of an undisturbed cost 
valuation. So in 1940 the Committee on Accounting Pro- 
cedure of the American Insitute of Accountants when im- 
pelled to state its views on the treatment of “depreciation 
on appreciation”, as a legacy from the bad days of the 
earlier period, prefaced its opinion with the statement: 
“Accounting for fixed assets should normally be based on 
cost and any attempt to make property accounts in general 
reflect current values is both impracticable and inexpedient. 
Appreciation normally should not be reflected on the books 
of account of corporations.” (Bulletin No. 5, April 1940.) 
Shortly before that the Securities and Exchange Commis- 
sions in its Accounting Release No. 8 (May 20, 1938) had 
called attention to a departure from the cost principle which 
is so extravagant as to be amusing. A newly organized in- 
dustrial company filed a balance sheet in which property, 
plant and equipment, acquired in an arms-length transac- - 
tion at a cost of $200,000, was carried at $720,042.81 which 
represented its “sound value” derived from an independent 
appraisal of the estimated “replacement value new less (ob- 
served) depreciation”. Thus the balance sheet figure ex- 
ceeded cost by $520,042.81, which excess was carried as 
“surplus arising from revaluation of property”. In the 
appraisal report which was filed with the balance sheet the 
term “sound value” was qualified by the appraiser as being 
“the value for use by a going concern having prospects for 
the profitable use, at normal plant capacity, of the proper- 
ties appraised”. 

An engineer may be competent to compute roughly the 
cost of replacing today a certain physical structure which 
was installed in an earlier period (though the purpose of 
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such a computation is obscure). But in the case described 
above an appraiser professed to calculate not the replace- 
ment cost of a structure but the discounted present worth 
of the services that would be yielded by an aggregate of 
fixed assets put to some conjectural use. Anyone profess- 
ing ability to make a calculation of this kind is either en- 
dowed with the omniscience of god or he is an imposter. 
The artistry of the odd cent to which the calculation was 
carried is, however, most engaging. 

* * * 


A study of the accounting principles enumerated by 
the chief accountant of the Securities and Exchange Com- 
mission suggests that these principles are not entirely dis- 
sociated from the subjective viewpoint of the propounder. 
The concern of the Commission, we may suppose, is to see 
that the periodic income reported by registrants is not over- 
stated and so we find Accounting Release No. 36 (Novem- 
ber 6, 1942) laying down the rule that when an investment 
company buys defaulted bonds on which there are large 
arrears of interest, any subsequent receipts on account of 
such interest are not income but rather repayments of the 
sum invested. “Moreover”, said the chief accountant “in 
view of the uncertainty of eventually receiving payments 
in excess of the purchase price, it is my opinion that or- 
dinarily no part of any payment, whether on account of 
principal or the defaulted interest, should be considered as 
profit until the full purchase price has been recovered”. We 
cannot help wondering whether, if Mr. Werntz had been 
accountant adviser to the income tax branch instead of to 
the Securities and Exchange Commission, his accounting 
principle would have emerged in the same form. Which 
again raises the question: What is an accounting principle? 

cd * * 


CORRESPONDENCE 
September 7, 1944 
The Editor, 
The Students’ Department. 
Dear Sir: 

You invite discussion of the solutions of problems given 
in your Journal, and I wish, therefore, to offer the follow- 
ing comments on the solution of Problem I given at pages 
129-131 of your August issue. 
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The reserve for bad debts is shown as a deduction from 
accounts receivable instead of, as one might have expected, 
being deducted from the sum of the bills and accounts re- 
ceivable. I next note that the inventory is described in the 
usual way as having been “determined and certified by re- 
sponsible officials of the company, and valued at cost”, al- 
though these particulars are not given in the information 
in the question. A third small point is that the advances 
secured by future deliveries of purchases are described in 
the solution as “advances to customers (secured)”; this 
should surely read “suppliers” or “vendors” and not “cus- 
tomers”. 

The principal point, however, upon which I wish to 
comment is the presentation of the charge arising out of 

_the provision for income taxes for the year in the earned 
surplus section of the balance sheet. What is described as 
profit for the year is struck before tax charges have been 
provided for (it is true that this same simple description 
of profit is given against the relevant balance in the prob- 
lem). The charge for taxes is grouped with dividends as 
if both were discretionary appropriations. I would have 
thought that the balance described in the problem as profit 
could have been described in the solution as the result for 
the year before charging income taxes, that from this in- 
terim result the tax charges could have been deducted and 
the final position described as net profit for the year. This 
suggested presentation would have removed the anomaly of 
showing the provision for taxes as a charge junior to the 
charge for dividends. It seems to me that this much, at . 
least, may be said without entering into any full-dress dis- 
cussion of the status of taxes on income such as would not 
have been contemplated in a problem set at an intermediate 
examination. 

Yours very truly, 
(Signed) J. LORN McLEAN 


The practitioner who prepared the solution in question 
comments on Mr. McLean’s letter thus: 

“It would appear to me that, with one exception, the 
items mentioned are purely ones in which discretion can be 
used in the presentation. 

“Reserve for bad debts is usually provided against the 
accounts receivable as the bills are generally considered a 
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better class of security. However, in actual practice, the 
facts of the case would determine how it should be shown; 
that is, whether the bills were included when the amount 
of the provision was determined. 

“With regard to the inventories it was thought that a 
candidate might be expected to display his knowledge of s. 
112-2-(d) of the Dominion Companies Act: “Inventory, if 
any, stating the basis of valuation adopted, and the manner 
in which such value has been determined”. 

“The item “advances to customers (secured)” would, of 
course, depend upon the class of business involved. In the 
grain trade, or similar business, the heading as shown 
would be correct and, in view of the amount, the problem 
would suggest this type. However, in other trades, the 
heading would read “suppliers” or “vendors”. 

“As stated previously, the last item of the earned sur- 
plus presentation is one of discretion. To my mind, the 
deduction of two items from the surplus does not necessarily 
group them or place one junior to the other. The item of 
dividends was described as paid, and is, of course, an ap- 
propriation of surplus. The income tax provision is an 
estimated amount due to the government, after the profits 
for the year have been determined. It would, therefore, 
appear that in a problem of this type, where the profit and 
loss account is not required, the solution as shown has 
some merit. The provision for income tax could be shown 
as a deduction from the profit for the year, but if all the 
items shown therein are clearly set out, then all require- 
ments, both of the Companies Act and the responsibilities 
of parties issuing statements to the shareholders have been 
complied with.” 


Students’ Association News 


British Columbia 

The Students’ Society of the Institute of Chartered Ac- 
countants of British Columbia regret to announce that Pri- 
vate James Macdonald Smart was officially reported killed 
in action on July 8th, 1944. 

Jim Smart was the eldest son of Mr. and Mrs. George 
Macdonald Smart of Belmont Avenue, Vancouver, B.C. He 
attended. Lord Byng High School and then joined the staff 
of the Bank of Montreal in 1940. Early in 1941 he became 
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an articled student to John I. Watters, of Frederick Field 
and Company of Vancouver, B.C. In July, 1943, he joined 
the Seaforth Highlanders as a private and went overseas 
in February, 1944. He was well known in Rugby circles 
being an active member of the Vancouver Rowing Club. 

The members of the Students’ Society extend their sin- 
cere sympathy to his parents on the loss of their son. 

The Students’ Society of the Institute of Chartered Ac- 
countants of British Columbia regret to announce that 
Lieutenant Alan G. Hudson was officially reported killed in 
action on July 9th, 1944. 

Alan Hudson was the youngest son of the late James W. 
Hudson and Mrs. Hudson of 1585 West 15th Avenue, Van- 
couver, B.C., formerly of Victoria, B.C. He attended the 
University of British Columbia and attained his Bachelor 
' of Commerce Degree in 1940, and then became an articled 
student of Mr. Herbert J. Paisley of the firm of Herbert J. 
Paisley and Company of Vancouver, B.C. In August, 1941, 
he joined the Canadian Scottish Regiment and became a 
Lieutenant in April, 1942, and immediately was posted for 
overseas duty. 


The members of the Students’ Society extend their sin- 
cere sympathy to the members of his family. 


Ontario 

Official word has been received that Wing Commander 
Hank Dow is now a prisoner of war, and also that he has 
been awarded the D.F.C. Just before being listed as miss- 
ing Hank was given command of the famous Iroquois 
Squadron. 

Word has been received that Roy T. Wilkinson was 
killed on active service. Roy was employed with P. S. Ross 
& Sons before enlisting in the Royal Canadian Air Force in 
July, 1942. He had only commenced his studies and did not 
complete the first year course before enlisting. 


Quebec 
The Chartered Accountants Students’ Society of the 
Province of Quebec regrets to report that Pilot Officer Wil- 
liam Grindley, age 31, who was previously reported missing 
following air action overseas, is now for official purposes 
presumed dead. The sincere sympathy of the students is 
extended to his parents Mr. and Mrs. W. E. Grindley. 
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Good news has been received about Grant S. MacRae, 
age 22, previously reported missing after air operations. 
He is now a prisoner in Germany according to word received 
by his parents. 

Major James E. Fox, The Black Watch (R.H.R.) of 
Canada, has been reported to have been wounded in France. 
Major Fox went overseas with the Ist Battalion of the 
Black Watch in February, 1941. He received his captaincy 
early this year and his majority just recently at the age of 
24. His fellow students hope that his wounds are not 
serious. 

Another interesting programme has been arranged by 
the Quebec Students’ Society for the coming session. Com- 
mencing Wednesday evening, October 4th, and succeeding 
Wednesday evenings a series of study groups on inter- 
mediate accounting and auditing, led by John C. Newland, 
C.A., will be held in the Society’s offices. 

Next, on Friday, October 20th, an open forum discussion 
on “Inventory Valuation” will be held in the Windsor Hotel. 
-Chairman, Mr. H. C. Hayes, C.A. 

Discussions on final test examinations in accounting and 
auditing will take place in the Society’s offices on November 
17th, and 24th. 

The annual dinner followed by a mock shareholders’ 
meeting will be held in the Spanish Room of the Queen’s 
Hotel on Thursday, December 14th. 

On January 12th there will be a lecture and discussion 
on “War Contract Termination”, led by E. F. O’Brien, C.A. 

Arthur Gilmour, C.A., has agreed to give another series 
of lectures on income and excess profits taxes in February. 
It is understood that The Dominion Association of Char- 
tered Accountants is taking over the publication of Mr. 
Gilmour’s popular booklet and it will be printed to coincide 
with the dates of his lectures. These lectures will, as usual, 
be open to the public. 

Next on the programme will be a discussion on the Mc- 
Gill test examinations in intermediate accounting and audit- 
ing on Friday, May 18th, led by John C. Newland, C.A., and 
others, and the annual meeting will be held on June 4th. 

A special programme of lectures for French-speaking 
students to be held in the Society’s offices has been arranged 
by Eddy McNeil, C.A., and his committee to commence on 
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September 22nd and finish on November 10th. Lecturers: 
Andre Leroux, C.A., Romeo Carle, C.A., C. Rene Dufresne, 
C.A., and Jos. Ste. Marie, C.A. 


Quebec City students will be glad to know that a series 
of thirty lectures and study periods for students preparing 
themselves for the Dominion intermediate examination will 
be held at Ecole Superieure de Commerce de Quebec. Lec- 
turers: P. Bruneau, C.A.; A. Garneau, C.A.; D. Huot, C.A.; 
G. F. Lafferty, C.A.; R. Rondeau, C.A.; and L. Roussin, C.A. 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the per- 
sonal views and opinions of those members. They are designed not 
as models for submission to the examiner but rather as such discus- 
sion and explanation of the problem as will make its-study of benefit 
to the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1943 
Accounting II, Question 2 (15 marks) 

A and B are partners sharing profits equally in a firm known as 
General Trading Company. As at 31st December 1942 the balance 
sheet of the firm is as follows: i 

Cash $ 10,000 

Accounts receivable 50,000 

Inventories 100,000 

Fixed assets 50,000 


—___—— 


$210,000 


Accounts payable and accrued liabilities $ 25,000 
A—capital account $95,000 
B—capital account 90,000 185,000 


$210,000 


The partners decide to incorporate the business as General Trading 
Company Limited and obtain letters patent incorporating a company 
by that name with an authorized capital of 5,000 shares of $100 each. 
By agreement, the assets and liabilities of the partnership are to be 
transferred as at 3lst December 1942 to the company; the accounts 
receivable are to be taken over at 90% of their face value and the in- 
ventories are to be written down by 10%. Goodwill is to be valued 
at $30,000. The partnership is to receive shares at par value for the 
assets and liabilities taken over or assumed and the shares so received 
are to be distributed to the partners, 

Required: 

Give the journal entries required (a) to close out the books of 

the partnership, and (b) to open the books of the company. 
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SOLUTION 
(a) GENERAL TRADING COMPANY 
Journal Entries 
1942 Dr. Cr. 


December 31 Realization account $185,000 
Accounts payable and accrued liabilities 

To Cash $ 10,000 
Accounts receivable 50,000 
Inverttories 100,000 
Fixed assets 50,000 

To transfer to realization account assets and 
liabilities being taken over or assumed 
by General Trading Company Limited. 


December 31 General Trading Company Limited .. 200,000 
To Realization account 200,000 
To record the transfer of the assets and lia- 

bilities to General Trading Company 
Limited at agreed upon values: 
Cash 
Accounts receivable — 90% of 
$50,000 
Inventories—$100,000 less 10% 90,000 
Fixed assets 50,000 
Goodwill 30,000 


$225,000 
Accounts payable and accrued 
liabilities 25,000 


_— 


Amount as above $200,000 


December 31 Realization account 
To A capital account 
B capital account 
To record the profit on the transfer of the 
assets and assumption of the liabilities 
by General Trading Company Limited. 


December 31 Shares in General Trading Company 
Limited 
To General Trading Company Limited 200,000 
To record the 2,000 shares of General Trad- 
ing Company Limited received for assets 
transferred 


December 31 A capital account 102,500 
B capital account 
To Shares in General Trading Company 
Limited 200,000 
To record distribution to the partners of 
shares of General Trading Company 
Limited— 
1,025 shares 
975 shares 


2,000 shares 
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(b) GENERAL TRADING COMPANY LIMITED 


Journal Entries 
1942 Dr. 

December 31 Cash $ 10,000 
Accounts receivable ........... seul scao tana aia abee ade 50,000 
Inventories 
Fixed assets 
Goodwill 

To Accounts payable and accrued liabilities $ 25,000 
Reserve for bad debts ......... a anucear ex 5,000 
General Trading Company 200,000 

To record assets and liabilities taken over 
from General Trading Company 


December 31 General Trading Company 200,000 
To Capital stock 200,000 
To record the issue to General Trading Com- 
pany of 2,000 shares of capital stock in 
payment for assets and liabilities taken 
over from them. 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1943 
Accounting III, Question 2 (35 marks) 


J. Parent holds all the outstanding shares (except for directors’ 
qualifying shares) of Parent Ltd., incorporated by him in 1936. Parent 


Ltd. holds all of the common stock of Traders Ltd. and Contractors 
Ltd., and half the preferred stock of Contractors Ltd. All the pre- 
ferred stock of Traders Ltd. and the remaining stock of Contractors 
Ltd. are held by J. Parent. The balance sheets of the three companies 
at 31st December 1942 are as follows: 


Parent Traders Contractors 
Assets Ltd. Ltd. Ltd. 
Cash in bank $ 4,000 $ 12,000 $ 3,000 
Accounts receivable 
Trade 80,000 25,000 
Traders Ltd. 40,000 
Investments—at cost 
Common shares 
Traders Ltd 
Contractors Ltd. 
Preferred shares 
Contractors Ltd. 
Victory bonds 2,000 2,000 
Inventories 150,000 
Land 2,000 60,000 
Buildings (less depreciation) 18,000 
Contracting equipment 
(less depreciation) 20,000 
Furniture and fixtures 
less depreciation) 8,000 1,000 
Goodwill 10,000 


$122,000 $272,000 $151,000 


——_ 
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Good news has been received about Grant S. MacRae, 
age 22, previously reported missing after air operations. 
He is now a prisoner in Germany according to word received 
by his parents. 

Major James E. Fox, The Black Watch (R.H.R.) of 
Canada, has been reported to have been wounded in France. 
Major Fox went overseas with the Ist Battalion of the 
Black Watch in February, 1941. He received his captaincy 
early this year and his majority just recently at the age of 
24. His fellow students hope that his wounds are not 
serious. 

Another interesting programme has been arranged by 
the Quebec Students’ Society for the coming session. Com- 
mencing Wednesday evening, October 4th, and succeeding 
Wednesday evenings a series of study groups on inter- 
mediate accounting and auditing, led by John C. Newland, 
C.A., will be held in the Society’s offices. 

Next, on Friday, October 20th, an open forum discussion 
on “Inventory Valuation” will be held in the Windsor Hotel. 
-Chairman, Mr. H. C. Hayes, C.A. 

Discussions on final test examinations in accounting and 
auditing will take place in the Society’s offices on November 
17th, and 24th. 

The annual dinner followed by a mock shareholders’ 
meeting will be held in the Spanish Room of the Queen’s 
Hotel on Thursday, December 14th. 

On January 12th there will be a lecture and discussion 
on “War Contract Termination”, led by E. F. O’Brien, C.A. 

Arthur Gilmour, C.A., has agreed to give another series 
of lectures on income and excess profits taxes in February. 
It is understood that The Dominion Association of Char- 
tered Accountants is taking over the publication of Mr. 
Gilmour’s popular booklet and it will be printed to coincide 
with the dates of his lectures. These lectures will, as usual, 
be open to the public. 

Next on the programme will be a discussion on the Mc- 
Gill test examinations in intermediate accounting and audit- 
ing on Friday, May 18th, led by John C. Newland, C.A., and 
others, and the annual meeting will be held on June 4th. 

A special programme of lectures for French-speaking 
students to be held in the Society’s offices has been arranged 
by Eddy McNeil, C.A., and his committee to commence on 
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September 22nd and finish on November 10th. Lecturers: 
Andre Leroux, C.A., Romeo Carle, C.A., C. Rene Dufresne, 
C.A., and Jos. Ste. Marie, C.A. 


Quebec City students will be glad to know that a series 
of thirty lectures and study periods for students preparing 
themselves for the Dominion intermediate examination will 
be held at Ecole Superieure de Commerce de Quebec. Lec- 
turers: P. Bruneau, C.A.; A. Garneau, C.A.; D. Huot, C.A.; 
G. F. Lafferty, C.A.; R. Rondeau, C.A.; and L. Roussin, C.A. 


PROBLEMS AND SOLUTIONS 

THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 

Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the per- 
_ Sonal views and opinions of those members. They are designed not 
as models for submission to the examiner but rather as such discus- 
sion and explanation of the problem as will make its study of benefit 
to the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1943 
Accounting II, Question 2 (15 marks) 

A and B are partners sharing profits equally in a firm known as 
General Trading Company. As at 31st December 1942 the balance 
sheet of the firm is as follows: 

Cash $ 10,000 

Accounts receivable 50,000 

Inventories 100,000 

Fixed assets 50,000 


$210,000 


Accounts payable and accrued liabilities $ 25,000 
A—capital account $95,000 
B—capital account 90,000 185,000 


$210,000 


The partners decide to incorporate the business as General Trading 
Company Limited and obtain letters patent incorporating a company 
by that name with an authorized capital of 5,000 shares of $100 each. 
By agreement, the assets and liabilities of the partnership are to be 
transferred as at 31st December 1942 to the company; the accounts 
receivable are to be taken over at 90% of their face value and the in- 
ventories are to be written down by 10%. Goodwill is to be valued 
at $30,000. The partnership is to receive shares at par value for the 
assets and liabilities taken over or assumed and the shares so received 
are to be distributed to the partners. 

Required: 

Give the journal entries required (a) to close out the books of 

the partnership, and (b) to open the books of the company. 
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SOLUTION 
(a) GENERAL TRADING COMPANY 
Journal Entries 
1942 Dr. Cr. 


December 31 Realization account $185,000 
Accounts payable and accrued liabilities 

To Cash $ 10,000 
Accounts receivable 50,000 
Inventories 100,000 
Fixed assets 50,000 

To transfer to realization account assets and 
liabilities being taken over or assumed 
by General Trading Company Limited. 


December 31 General Trading Company Limited .. 200,000 
To Realization account 200,000 
To record the transfer of the assets and lia- 

bilities to General Trading Company 
Limited at agreed upon values: 
Cash 
Accounts receivable — 90% of 
$50,000 45,000 
Inventories—$100,000 less 10% 90,000 
Fixed assets 50,000 
Goodwill . 30,000 


$225,000 
Accounts payable and accrued 
liabilities 25,000 


Amount as above $200,000 


December 31 Realization account 15,000 
To A capital account 
B capital account 
To record the profit on the transfer of the 
assets and assumption of the liabilities 
by General Trading Company Limited. 


December 31 Shares in General Trading Company 
Limited 
To General Trading Company Limited 200,000 
To record the 2,000 shares of General Trad- 
ing Company Limited received for assets 
transferred 


December 31 A capital account 102,500 
B capital account 
To Shares in General Trading Company 
Limited 200,000 
To record distribution to the partners of 
shares of General Trading Company 
Limited— 


1,025 shares 
975 shares 


2,000 shares 
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(b) GENERAL TRADING COMPANY LIMITED 
Journal Entries 
1942 Dr. 
SOE EEE ins 0 '00b 0 650 5c ccsccaw OE rN ee $ 10,000 
Accounts receivable 
Inventories 
Fixed assets 
Goodwill 30,000 
To Accounts payable and accrued liabilities $ 25,000 
Reserve for bad debts 5,000 
General Trading Company 200,000 
To record assets and liabilities taken over 
from General Trading Company 


December 31 General Trading Company 200,000 
To Capital stock 200,000 
To record the issue to General Trading Com- 
pany of 2,000 shares of capital stock in 
payment for assets and liabilities taken 
over from them. 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1943 
Accounting III, Question 2 (35 marks) 


J. Parent holds all the outstanding shares (except for directors’ 
qualifying shares) of Parent Ltd., incorporated by him in 1936. Parent 


Ltd. holds all of the common stock of Traders Ltd. and Contractors 
Ltd., and half the preferred stock of Contractors Ltd. All the pre- 
ferred stock of Traders Ltd. and the remaining stock of Contractors 
Ltd. are held by J. Parent. The balance sheets of the three companies 
at 31st December 1942 are as follows: 


Traders Contractors 
Assets ‘i Ltd. Ltd. 
Cash in bank $ 12,000 $ 3,000 
Accounts receivable 
Trade 80,000 25,000 
Traders Ltd. 40,000 
Investments—at cost 
Common shares 
Traders Ltd 
Contractors Ltd. 
Preferred shares 
Contractors Ltd. 
Victory bonds 2,000 2,000 
Inventories 150,000 
Land 2,000 60,000 
Buildings (less depreciation) 18,000 
Contracting equipment 
(less depreciation) 20,000 
Furniture and fixtures 
less depreciation) 8,000 1,000 
Goodwill 10,000 


$122,000 $272,000 $151,000 





THE CANADIAN CHARTERED ACCOUNTANT 


Parent Traders Contractors 

Liabilities and Capital Lk Ltd. Ltd. 
Bank loan 
Trade accounts payable $ 10,000 $ 7,000 
Dividend payable (preferred) 2,000 
Income and excess profits taxes pro- 

vision (less payments) 2,000 2,000 
Accounts payable 

EME os eudebscinn ae swe 40,000 
Share capital—634% cumulative non- 

participating preferred 60,000 60,000 
Share capital—common 70,000 40,000 
Surplus 10,000 90,000 40,000 


$122,000 $272,000 $151,000 


The following facts pertain to internal relations: 

(1) Dividend payable by Contractors Ltd. represents preferred 
dividend arrears for second half of 1940, payable 10th January 
1943. Dividends receivable have not been taken up on the 
books of Parent Ltd. Traders Ltd. preferred dividends are 
paid to date. 

Capital stock of Traders Ltd. and Contractors Ltd. was ac- 
quired by J. Parent and Parent Ltd. at 3lst December 1938 
(preferred stock at 90 and common stock at 70) at which 
time corporate surpluses and preferred dividend arrears were 
as follows: 

Traders Ltd. Contractors Ltd. 
Surplus $60,000 $20,000 
Preferred dividend arrears 8,000 

(3) Buildings owned by Traders Ltd, were constructed in Decem- 
ber 1940 by Contractors Ltd. at a price of $20,000, on which 
contract Contractors Ltd. made a profit of $8,000. 

(4) Estimated refundable portion of excess profits tax of $1,000 
for Traders Ltd. has not been set up on the books. 

(5) Land carried on the books of Contractors Ltd. is held for pur- 
poses of building or resale. 


Required: 
Consolidated balance sheet of Parent Ltd. and subsidiaries as at 
31st December 1942 and a reconciliation of consolidated surplus. 
Note: Ignore any variations in amount of income and excess 


profits taxes payable. 


SOLUTION 


PARENT LTD. 
AND ITS SUBSIDIARIES TRADERS LTD. AND CONTRACTORS LTD. 
CONSOLIDATED BALANCE SHEET 
As at December 31, 1942 
Assets 
Current Assets 
Cash in bank $ 19,000 
Trade accounts receivable 105,000 
Victory bonds 8,000 
Inventories of merchandise 150,000 


Total current assets 282,000 
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Fizved Assets 
Land—in use 
Buildings—less depreciation 
Contracting equipment—less depreciation .... 
Furniture and fixtures 41,800 


Sundry Assets 
Land held for purposes of building or resale— 
at cost 
Refundable portion of excess profits tax 
Goodwill 71,000 


$394,800 


Current Liabilities 
$ 51,000 
Trade accounts payable 17,000 
Dividend payable—to minority interest ; 1,000 
Income and excess profits taxes payable 5,000 


Total current liabilities 74,000 


Minority interest in subsidiaries 
Preferred shares of Traders Ltd. (all) $60,000 
Preferred shares of Contractors Ltd, (one-half) 30,000 
Undeclared cumulative dividend on preferred ‘ 
shares of Contractors Ltd. . 94,000 


Excess of book worth of shares in subsidiaries over 

price paid therefor 112,000 
Shareholders’ Equity 

Common shares ’ 

Earned surplus 54,800 114,800 


$394,800 


PARENT LTD. 
COMPARISON OF BOOK WORTH WITH COST OF ACQUISITION 
OF SHARES IN SUBSIDIARIES 
December 31, 1938 
_ Traders Contractors 
Ltd. Ltd. Total 
Book value of subsidiary shares 
Preferred shares—par $30,000 
Common shares—par $70,000 40,000 
Equity in surplus 
Traders Ltd. 
Contractors Ltd. (20,000 — % 
8,000 dividend arrears) ... 


Book value $130,000 $86,000 $216,000 
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Purchase price 
Preferred—at 90 27,000 
Common—at 70 28,000 


Total consideration $ 49,000 $55,000 $104,000 
$ 81,000 $31,000 $112,000 


RECONCILIATION OF EARNED SURPLUS 
As at December 31, 1942 
Parent Traders Contractors 
Ltd. Ltd. Ltd. 
— per books $10,000 $90,000 $40,000 
Refundable portion excess profits 
1,000 


tax 
Dividend receivable from Traders 
1,000 


11,000 91,000 40,000 


Deduct: 

Intercompany profit on construc- 

tion less depreciation sustained. 7,200 
Subsidiary surpluses at date of ac- 

quisition less preferred divi- 

dend arrears 60,000 16,000 
Dividend arrears on preferred 

shares—minority 4,000 


Total deductions 60,000 27,200 


Surplus of parent company 11,000 
Surplus of subsidiaries earned since 
consolidation 43,800 $31,000 $12,800 


Consolidated surplus 7 $50,800 


PARENT LTD. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEET WORKING PAPERS 
As at December 31, 1942 
Con- Con- 
solidated Adjustments and Con- solidated 
Trial Eliminations solidated Balance 
Item Balance Dr. Cr. Surplus’ Sheet 
Cash and bank $ 19,000 $ 19,000 
Trade accounts 
receivable 105,000 
Traders Ltd. a/c ... 40,000 (2) $40,000 
Common stock 
Traders Ltd. ... 49,000 (4) 49,000 
Contractors Ltd. 28,000 (5) 28,000 
Preferred stock 
Contractors Ltd. 27,000 (5) 27,000 
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8,000 
150,000 
2,000 
60,000 
10,800 
20,000 


9,000 
10,000 


Victory bonds 
Inventories 
62,000 


18,000 
20,000 


(6) 7,200 
Equipment 
Furniture and 
fixtures 
Goodwill 
Refundable excess 
(3)$ 1,000 1,000 


$545,000 $394,800 


Con- 

Con- solidated 
solidated Balance 
Surplus Sheet 


$ 51,000 


Con- 
solidated 
Trial 
Balance 


$ 51,000 


Adjustments and 
Eliminations 


Item Dr. Cr. 


._Bank loan 

Trade accounts 
payable 

Dividends payable .. 

Income and excess 
profits taxes ... 

Contractors Ltd. 
accounts payable 40,000 


Share capital Preferred 


17,000 


(1) 1,000 1,000 


(2) 40,000 


Traders Ltd. ... 


Contractors Ltd 


Common 
Parent Ltd. 


Traders Ltd. ... 


Contractors Ltd 
Earned Surplus 


Parent Ltd. ..... 


Traders Ltd. 
Contractors Ltd 


60,000 


60,000 (5) 30,000 30,000 


60,000 
70,000 
40,000 


(4) 70,000 
; (5) 40,000 
10,000 
90,000 
40,000 


(1) 1,000 
(4) 60,000 (3) 1,000 


(6) 7,200 


(5) 16,000 
(4) 81,000 


(5) 31,000 112,000 


*Purchase discrepancy 
Reserve for Preferred 
dividends of min- 
ority interest (2 
4,000 


Consolidated surplus— 


to balance sheet 54,800 


$265,200 


$394,800 


$545,000 $265,200 


*This is the excess of the book worth of shares in subsidiaries (at 
date of acquisition) over the price paid for the shares. 
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PARENT LDT. AND SUBSIDIARIES 
ADJUSTMENTS AND ELIMINATIONS 
As at December 31, 1942 
(1) Dividend payable 
To Surplus—Parent Ltd. ..........-sesee- 
¥% of preferred dividend declared by Contractors 
Ltd. 
(2) Contractors Ltd. account 40,000 
To Traders Ltd. account 
Eliminating inter-company advance. 
(3) Refundable income and excess profits taxes . 1,000 
To Surplus—tTraders Ltd. ................ 
Setting up refundable tax. 
(4) Share capital—Traders Ltd.—common 
Traders Ltd. surplus (at date of acquisition) 60,000 
To Shares in Traders Ltd.—common 
Purchase discrepancy 
Eliminating common share capital of Traders 
Ltd. and surplus when acquired. 
(5) Share capital—Contractors Ltd. 
common 
preferred 
Contractors Ltd. surplus 
To Shares in Contractors Ltd.— 
common 28,000 
preferred 27,000 
Purchase discrepancy 31,000 
(6) Surplus—Contractors Ltd. .......cccsecscccecs 
To Buildings 7,200 
90% of unrealized profit on construction for 
Traders Ltd. 


CANADA YEAR BOOK 


The 1943-44 edition of the Canada Year Book is now 
available from the King’s Printer, Ottawa, at $2 per copy. 

On grounds of war-time economy, the 1943 edition of 
the Year Book was not published and the present volume ~ 
has therefore been planned to cover developments over a © 
two-year period, perhaps more important from the stand- 
point of the changes in our internal economy than any other 
like period in the Dominion’s history. The problem of in- 
cluding all necessary new material and at the same time 
keeping the volume down to convenient limits has not been 
an easy one to solve and, wherever possible, space has had 
to be saved by reference to earlier editions for standard 
material. 








